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The past year was one of the most challenging in memory for all of us in business. Yet, in a difficult market environment, ﬁ‘é‘@ .
John Hancock continued to achieve organic growth by focusing on our core businesses and the effective execution of our

strategies. During the year, we:

- Continued to grow segment after-tax operating income per share, while further reducing costs;

+ Gained market share in retail products, including life insurance, long-term care insurance and annuity products, whi
maintaining our required hurdle rates; P

ile
)
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* Increased our penetration of key distribution channels while concentrating on more economically rational distributiop;

- Effectively managed the profitability of our spread-based fixed annuity and institutional products; and MAR 3 ﬂ 2@@8
- Developed new and innovative retail and institutional products. T[H]@MS@N

The unusual number of problems affecting the economy and the life insurance marketplace included sharply lower s ANCIAL
prices for the third consecutive year, volatile credit markets, accounting scandats and lagging consumer confidence.

Although we did not escape unscathed, we believe our financial performance was solid in light of these conditions. We
achieved a 7.6% increase in segment after-tax operating income per share and a return on equity of 14.6%. Net income per
share, which included larger-than-normal losses on our fixed-income portfolio, decreased 15.4%. Segment after-tax operat-
ing income and net income were also reduced by an adjustment to the company’s deferred acquisition cost (DAC) assets to
reflect the impact of weak equity markets on variable annuity and variable life insurance profitabitity.

Our accomplishments in 2002 speak to our ability to build the company in uncertain times and good times alike, We believe
we have the right strategy to outperform our competitors, maximize return on equity and create value for John Hancock
stockholders. ‘

Diverse Sources of Earnings Business diversity is a cornerstone of our strategy. We purposely maintain balance and diver-
sity in terms of earnings sources: retail and institutional businesses; and insurance, fee-based and spread-based busi-
nesses. Diversity ensures that we are not overly vulnerable to sharp swings in any one market segment, and that we can
ride out difficult economic cycles and capitalize on opportunities wherever they may occur.

Our diversity paid off in 2002 when weakness in some product areas was more than offset by exceptiona! growth in others.
While our core variable life sales declined 7%, our core universal life sales more than doubled. As a result, total core life
sales increased 17%.

Further, we continued to build our single life business to offset the declines in survivorship sales that occurred as a result
of federal estate tax law changes.

Our mutual fund business continued its strategy to acquire existing funds and improve their distribution, in addition to
launching new funds. This led to positive net cash flows versus the net redemptions experienced by most of the industry.

In institutional markets, we recorded another year of outstanding profitability in spread-based products by maintaining our
pricing discipline at a time of weak market demand. We developed new products, such as SignatureNotes, that leverage our
investment expertise. However, our investment management segment had a difficult year, as earnings fell due to the ero-
sion of assets under management stemming primarily from equity market depreciation. We believe this segment will renew
its growth as markets recover.

QOutside the U.S., our subsidiary in Canada, The Maritime Life Assurance Company, enjoyed an excellent year, reporting a
44% earnings increase. Our life insurance operations in Southeast Asia continued to progress, and our joint venture in
Shanghai, China, successfully completed its second year with great promise for the future.

Financial Highlights *

Yezr Ended Docember 31 2002 2001 2000 1999 1998
Segment after-tax operating income (in milfions) $ 8262 $ 805.7 $ 7388 $ 613.2 $ 500.8
Segment after-tax operating income per share** $ 282 % 262 % 234 % 195 $ 1.5¢
Segment after-tax operating return on equity 14.6% 14.5% 14.3% 13.2% 11.5%
Assets under management (in billions) $ 1276 $ 1242 % 125.2  $ 127.3 % 124.4

* See Results of Operations by Segment in Management's Discussion and Analysis of Financiat Condition and Results of Operations on page 12.
** John Hancock did not have outstanding common stock prior to its |PO on January 27, 2000. For illustration purposes, the number of 314.8 million shares outstanding is
assumed for 1998 and 1999. Weighted-averaged shares outstanding in 2000, 2001 and 2002 were 316.2, 307.6 and 293.5 million diluted, respectively.
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increased Penetratlon of Key Distributlon Channels Distribution diversity is another element of our strategy. We are an
industry leader in maximizing sales by delivering our products in a cost-effective manner through multiple channels. Suc-
cesses in 2002 included boosting sales through commercial banks and insurance brokers. Over the past three years, we
have increased our life insurance sales through insurance brokers by more than 100%, including deeper penetration with
some of the leading producer groups and brokerage organizations in the industry.

Increasingly, distributors and producers are forging relationships with a limited number of broadly based financial service
providers that have staying power. We are well positioned for this trend by virtue of our ability to withstand difficult markets,
the balance and quality of our product portfolio and the strength of our brand.

investing in Our Brand Our brand continues to be a valuable corporate asset. Consumer testing shows that John Hancock
stands out as a safe haven in today's turbulent times, when wealth preservation and income protection are priorities for
many Americans. With its attributes of performance and integrity, our brand offers a competitive advantage in periods of
. ec_onon?ic uncertainty and helps sell products when the economy is flourishing.

‘Leveraging Our investment Expertise Achieving profitable growth in assets under management is another core strategy. We
are well known for our fixed-income asset management capabilities. This area was especially hard hit in 2002 by credit
losses, a problem experienced by nearly all fixed-income managers.

While credit losses were at historic highs, our portfolic vields and product spreads remained solid thanks largely to our
‘intensive credit analysis and asset-liability management expertise. In the face of recent downgrades, defaults and volatile
- markets, we have taken a number of steps to improve diversification and provide additional sources of new investments. As

one of our key initiatives, we have begun to explore alternative investment strategies, and we will be discussing this more in
the months to come.

Managing Our Capital Efficlently We continue to manage our capital efficiently to maintain strong financial ratings and

achieve high returns on equity for our stockholders. As were most of the insurance industry’s, our debt and claims-paying

ratings were downgraded by some rating agencies in 2002 due to their concerns about the impact of the recent poor -per-
formance of investment markets on insurance company assets. Despite the downgrade, our claims-paying ratings continue
to be among the highest in the life insurance industry.

John Hancock is one of the best-capitalized companies in the industry, with insurance financial strength ratings of Aa3 from

Moody's and AA from Standard & Poor's. Our risk-based capital ratio at the end of 2002 was 305% as record investment

losses and downgrades on investments incurred during the year were offset in part by extremely strong gains from oper-

ations. At 305%, we are still solidly within our target range of 300% to 325%. The sale of our Boston headquarters complex
for $910 million, announced March 14, 2003, as well as other planned initiatives, will further strengthen our financial posi-
tion.

Corporate Governance During the past year, newspaper headlines have trumpeted examples of abuse by corporate manag-
ers. Although the number of instances of abuse has been relatively small, they cast a pall over the entire business sector
and raised questions about corporate integrity. We wholeheartedly support, as we always have, appropriate initiatives to
ensure proper corporate governance. We believe the 2002 Sarbanes-Oxley Act and the New York Stock Exchange's (NYSE)
proposed corporate governance rules are important steps towards holding managements to higher standards of account-
ability, and, most importantly, restoring consumer and investor confidence.

Although not yet required, the Board of Directors has demonstrated its commitment to progressive corporate governance by
applying the proposed standards of the NYSE. These actions assure that a majority of the Board are independent as defined
by the proposed standards; all members of the Audit, Compensation, and Nominating & Corporate Governance Committees
are independent under the proposed standards; and nonmanagement directors meet in regularly scheduled sessions led by
an independent presiding director.

Qutlook Despite three consecutive years of challenging markets and a difficult economic climate, we have maintained our
strategic focus and continued to grow our revenues, gain market share and increase our penetration of key distribution
channels.

No one knows for certain when the economy will improve or when markets will stabilize. However, we are not staking our
future on nearterm improvement. We will manage the company to capitalize on the opportunities and maximize profits
regardiess of the environment, while maintaining a strong capital base.

All of us at John Hancock thank you, our stockholders, for your continued support. By doing a superior job in meeting the
needs of our distributors and customers, and doing so profitably, we remain committed to delivering superior returns on
your investment.

J et ) At

David F. D'Alessandro, Chairman and Chief Executive Officer
March 26, 2003
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Common Stock and Stockholder Ownarshlp Profile

The common stock of John Hancock Financial Services, Inc., is traded on the
New York Stock Exchange under the symbol “JHF.” As of the end of business on
February 28, 2003, the Company had 700,000 stockholders of record. On the
same day, the trading price of the Company’s common stock closed at $28.10
per share.

Stockholder Dividend Policy

An annual cash dividend of $.32 per share of common s}ock was paid on
December 11, 2002, to stockholders of record at the close of business on
November 18, 2002. Although we intend to pay dividends, the declaration and
payment of dividends is subject to the discretion of the Board of Directors. The
declaration, payment and amount of dividends will be dependent upon our
results of operations, financial condition, cash requirements, future prospects,
regulatory and other restrictions on the payment of dividends by our ;ubsidiaries
and other factors deemed relevant by our Board of Directors. There can be no
assurance that we will declare and pay any dividends.

Note on Segment After-Tax Operating Income

In various portions of this Annual Repont, financial performance is referenced on
the basis of segment aftertax operating income which is a manner in which the
Company evaluates its ongoing operations. For an explanation of segment after-
tax operating income and-the manner in which it is determined by the Company
through adjustments to net income according to generally accepted accounting
principles (GAAP), please see the section Resuits of Operations by Segment, in
Management’s Discussion and Analysis of Financial Condition.

Transfer Agent and Reglstrar
EquiServe Trust Company, N.A,
PO Box 43015

Providence, RIl, 02940-3015
(800) 3339231

Investor Relations

Questions regarding John Hancock’s financial results may be directed to:

Investor Relatlons, T-58

John Hancock Financial Services, Inc.
John Hancock Place

PO Box 111

Boston, Massachusetts 02117

phone: (817) 5720620

fax: (617) 572-9799

email: investor.relations@jhancock.com
web site: www.jhancock.com/investor
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» Five-Year Summary of Selected Financlal Data

Years Ended December 31,
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2002 2001 2000 1999 19898
(_dollars in millions, except per sﬁare data and combined ratios)
|—ncome Statement Datatd
Total revenues $ 84551 $ 8,109.0 $ 89373 $ 7.8076 $ 69020
|i'\come before cumulative effect of accounting changes® 499.5 611.5 818.7 162.9 448.5
Net income3) 499.5 618.7 818.7 153.2 448.5
|
Elance Sheet Data (1
j'ital assets $97,864.14 $ 91,1442 $ 87,3949 $ 84,4557 $ 76,966.7
Longterm debt 1,450.3 1,402.1 534.0 536.9 602.7
Shareholders’ equity 4 $ 6,211.1 5,865.0 5,755.5 4,791.1 4,955.2
Basic earnings per common share(®
Income before cumulative effect of accounting changes® $ 171§ 201 $ 2.60 $ 0.52
Cumulative effect of accounting changes® - 0.02 - {0.03)
Net income per common share $ 171 % 2.03 % 2.60 $ 0.49
‘Dlluted earnings per commen share!S!
Income before effect of accounting changes® $ 1.70 $ 1.99 $ 2.59 $ 0.52
‘Cumulative effect of accounting changes(® - 0.02 - (0.03)
{Net income per common share , $ 1.70 " % 201 % 2.59 $ 0.49
Cash dividends per share $ 032 $ 031 % 0.30 -
{1) Certain reclassifications to prior periods have been made to conform to the current period presentation. See Note 1 to i financial for descriptions of acquisitions and accounting changes which impact the
comparability of this financial data.
(2} includes demutualization expenses representing costs associated with the Company's demutualization of $(10.6} mitiion, or $(0.03} basic/diluted earmnings per share in 2000, $(96.2) miition, or ${0.20} basic/diluted eamings per share

in 1999, and ${11.7) million In 1898.

(4

Balances prior to 2000 are formerly referrad to as policyholders’ equity.

(5) For 2000 and 1999 this Is unaudited pro forma Information which glves effect to the Reorganization and Initial Public Offering refered to in Note 1 to our audited consclidated financial

(3) The net cumulative effect of accounting changes was $7.2 miilion, or $0.02 basic/diluted earnings per share In 2001 and $(2.7) million, or $(0.03) basic/diluted earnings per share in 1999,

ts. Because the Company did not have

outstanding common sfock prior to its [P0 on February 1, 2000, the 1999 per share balances represent eamings per share on a pro forma basis for the period January 1, 1999 through Oecember 31, 1999 using 314.8 milllon
outstanding shares for the basic and diluted calculations. The 2000 per share balances represent earnings per share on a pro forma basls for the period from January 1, 2000 through December 31, 2000 using 314.5 miilion and 316.2
mililon outstanding shares for the basic and diluted calculations. respectively. Actual net income per common share for the period from February 1, 2000 through December 31, 2000 was $2.46 and $2.45 for the basic and diluted

8

The extracrdinary item recorded in prior years for derr ization has been r

Managemeni‘.‘s Discussion and Analysis
of Financlal Conditlon and Resuits of Operatlons

Management’s discussion and analysis reviews our consolidated and segment
financial condition as of December 31, 2002 and 2001, the consolidated
results of operations for the years ended December 31, 2002, 2001 and 2000
and, where appropriate, factors that may affect future financial performance.
This discussion should be read in conjunction with the consolidated financial
statements and related notes, included elsewhere in this Form 10-K.

Forward-Looking Statements

The statements, analyses, and other information contained herein relating to
trends in John Hancock Financial Services, Inc.'s, (the Company’'s) operations
and financial resuits, the markets for the Company’s products, the future devel-

opment of the Company's business, and the contingencies and uncertainties to
which the Company may be subject, as well as other statements including

calculations, respectively. No cumulative effect of accounting change occurred in 2000. Pro forma earnings per common share for periods prior to 1999 are not presented as it would not be meaningful,

} to benefits and expenses for ali periods presented in accordance with Statement of Position 00-3, “Accounting by Insurance Enterprises
for Demutualizations and Formations of Mutual Insurance Holding Companies and Certain Long-Duration Participating Contracts,” issued by the American Institute of Certifled Public Accountants in December 2000.

words such as “anticipate,” “believe,” “plén." “estimate,” “expect,” “intend,”
“will,” “should,” “may,” and other similar expressions, are “forward-looking
statements” under the Private Securities Litigation Reform Act of 1995. Such
statements are made based upon management’s current expectations and
beliefs concemning future events and their potential effects on the Company.
Future events and their effects on the Company may not be those anticipated by
management. The Company's actual results may differ materially from the
results anticipated in these forward-looking statements,

These fomard—looking statements are subject to risks and uncentainties includ-
ing, but not limited to, the risks that (1) a significant downgrade in our ratings
for claims-paying ability and financial strength may lead to policy and contract
withdrawals and materially harm our ability to market our products; (2) new laws
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and regulations, including the recently enacted Sarbanes-Oxley Act of 2002, or
changes to existing laws or regulations (including, but not limited to, those relat-
ing to the Federal Estate Tax Laws and proposed Bush Administration tax and
savings initiatives), and the applications and interpretations given to these laws
and regulations, may adversely affect the Company’'s sales of insurance and
investment advisory products; (3) as a holding company, we depend on dividends
from our subsidiaries; Massachusetts insurance law and similar Canadian laws
may restrict the ability of John Hancock Life Insurance Company and The Mar-
itime Life Assurance Company to pay dividends within the consolidated group; (4)
we face increasing competition in our retail businesses from mutual fund compa-
nies, banks and investment management firms as well as from other insurance
companies; {5) a decline or increased volatility in the securities markets, and
other economic factors, may adversely affect our business, particularly our varia-
ble life insurance, mutual fund, variable annuity and investment business; (6) due
to acts of terrorism or other hostilities, there could be business disruption, eco-
nomic contraction, increased mortality, morbidity and liability risks, generally, or
investment losses that could adversely affect our business; (7) our life insurance
sales are highly dependent on a third party distribution relationship; (8) custom-
ers may not be responsive to new or existing products or distribution channels,
(9) interest rate volatility may adversely affect our profitability; (10) our net
income and revenues will suffer if customers surrender annuities and variable
and universal life insurance policies or redeem shares of our open-end mutual
funds; (11) the independent directors of our variable series trusts and of our
mutual funds could reduce the compensation paid to us or could terminate our
contracts to manage the funds; (12) under our Pian of Recrganization, we were
required to establish the closed block, a special arrangement for the benefit of a
group of our policyholders. We may have to fund deficiencies in our closed block,
and any overfunding of the closed block will benefit only the holders of policies
included in the closed block, not our sharehoiders; (13) there are a number of
provisions in our Restated Certificate of Incorporation and by-laws, laws appli-
cable to us, agreements that we have entered into with our senior management,
and our shareholder rights plan, that will prevent or discourage takeovers and
business combinations that our shareholders might otherwise consider to be in
their best interests; (14) we will face losses if the claims on our insurance prod-
ucts, or reductions in rates of mortality on our annuity products, are greater than
we projected; (15) we face investment and credit losses relating to our invest-
ment portfolio including wi.thout limitation, the risks associated with the evalua-
tion and determination by our investment professionals of the fair value of
investments as well as whether or not any investments have been impaired on an
other than temporary basis; (16) we may experience volatility in net income due
to changes in standards for accounting for derivatives and other changes; (17)
our United States insurance companies are subject to risk-based capital require-
ments and possible guaranty fund assessments; (18) the National Association of
Insurance Commissioners’ codification of statutory accounting practices will
adversely affect the statutory surplus of John Hancock Life Insurance Company;
(19) future interpretations of NAIC Actuarial Guidelines may require us to estab-
lish additional statutory reserves for guaranteed minimum death benefits under
variable annuity contracts; (20} we may be unable to retain personnel who are
key to our business; (21) we may incur losses from assumed reinsurance busi-
ness in respect of personal accident insurance and the occupational accident
component of workers compensation insurance; (22) litigation and regulatory
proceedings may result in financial losses, harm our reputation and divert man-

Management's Discussion and Analysis of .
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agement resources, and {23) we may incur multiple life insurance claims as ‘a

result of a catastrophic event which, because of higher deductibles and lows’r

limits under our reinsurance arrangements, could adversely affect the Company"’s

Readers are also directed to other risks and uncertainties discussed, as well as

future net income and financial position.

to further discussion of the risks described above, in other documents filed b:

the Company with the United States Securities and Exchange Commission. The
Company specifically disclaims any obligation to update or revise any forward;-
looking information, whether as a result of new information, future develoﬁ-
ments, or otherwise. '

l
I
Non-GAAP Financlal Measures ‘

A non-GAAP financial measure is a numerical measure of a company’s performf
ance, financial position, or cash flows that excludes (includes) amounts that ar&
not normally excluded (inctuded) in the most directly comparable measure calcw‘
lated and presented in accordance with generally accepted accounting princii

ples (GAAP) in the United States.

In this report we use a non-GAAP financial measure called “segment after tax
operating income” in our discussion of Results of Operations by Segment.
Please see “Adjustments to GAAP Reported Net Income” in this report or Note
13 -Segment Information, for a description of segment after tax operating
income and a reconciliation of that measure to net income.

We also use a variety of other measures in this report that we do not consider;
non-GAAP financial measures because they do not have GAAP counterparts and
are operational measures rather than measures of performance, financial posi-
tion, or cash flows in our financial statements. Two exampies of these meas-
ures are Sales and Assets Under Management. Sales represents a measure,
defined by the Life Insurance Marketing Research Association (LIMRA), of the
amount of new business we have sold during the period rather than a measure
of revenue. Assets Under Management is an industry measure of a base upon
which fee revenue is earned, which is composed of both assets owned and
assets managed for third parties.

Cverview

John Hancock Financial Services (JHFS, or the Company) is a leading financial
services company providing a broad range of products and services in two major
businesses: (1) the retail business, which offers insurance protection and asset
gathering products and services primarily to retail consumers; and (2) the
institutional business, which offers guaranteed and structured financial products
and investment management products and services primarily to institutional
customers. Our retail business is comprised of the Protection Segment and
Asset Gathering Segment while our institutional business is comprised of the
Guaranteed and Structured Financial Products Segment and the investment
Management Segment. In addition, we have a Corporate and Other Segment.

Qur revenues are derived principally from:

~ premiums on individual life insurance, individuai and group long-term care

insurance, annuities with life contingencies, single premium annuity contracts
and group life insurance;
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+ fees from variable and universal life insurance products and annuities;

+ asset management fees from mutual fund and investment management
| products;

{ .
- sales charges and commissions derived from sales of investment and
insurance products and distribution fees; and

- net investment income and net realized investment and other gains and
(losses) on general account assets.

Our expenses consist principally of insurance benefits provided to policyholders,
which includes changes in policyholder reserves, interest credited on policy-
holders’ general account balances, dividends to policyholders, other operating
costs and expenses, which include commissions and general business
expenses, net of expenses deferred, amortization of deferred policy acquisition

costs, and premium and income taxes.

Our profitability depends in large part upon: (1) the adequacy of our product pric-
ing, which is primarily a function of competitive conditions, our ability to assess

"and manage trends in mortality and morbidity experience, our ability to generate

investment earnings, and our ability to maintain expenses in accordance with
pricing assumptions; (2) the amount of assets under management; and (3} the
maintenance of our target spreads between the rate of earnings on our invest-
ments and credited rates on policyhoiders' general account balances.

The Reorganization

The Board of Directors of John Hancock Mutual Life Insurance Company unan-
imously adopted the Plan of Reorganization on August 31, 1999. Under the

" terms of the Plan of Reorganization, effective February 1, 2000, John Hancock

Mutual Life Insurance Company converted from a mutual life insurance company

" 10 a stock life insurance company and became a wholly owned subsidiary of

|

John Hancock Financial Services, Inc., which is a holding company. In con-
nection with the reorganization, John Hancock Mutual Life Insurance Company
changed its name to John Hancock Life Insurance Company (the Life Company).

Under the Plan of Reorganization, as of Februaty 1, 2000, John Hancock Life
Insurance Company, created a closed block for the benefit of policies included
therein. The purpose of the closed block is to protect the policy dividend
expectations of the policies included in the closed block after demutualization.
Unless the Massachusetts Commissioner of Insurance and, in certain circum-
stances, the New York Superintendent of insurance, consent to an earlier termi-
nation, the closed block will continue in effect until the date none of such
policies is in force. As of February 1, 2000, John Hancock Life Insurance
Company segregated closed block assets of $3,343.0 million, an amount that
is expected to produce cash flows which, together with anticipated revenues
from policies included in the closed block, is expected to be reasonably suffi-
cient to provide for payment of policy_beneﬁts, taxes and direct asset acqui-
sition and disposal costs, and for continuation of policy dividend scales payable
in 1999, so long as the experience underlying such dividend scales continues.
The assets allocated to the closed block and any cash flows provided by these
assets will solely benefit the holders of policies included in the ciosed block.
Total closed biock liabilities were $12,118.3 million as of February 1, 2000.

For additional information on the creation of the closed block see Note 6 to the
consolidated financial statements.
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Costs relating to the demutualization, excluding costs refating to the offering,
were $129.4 million net of income taxes, of which $17.0 million was recognized
in the year ended December 31, 2000. Demutualization expenses include print-
ing and mailing costs and our aggregate cost of engaging independent account-
ing, actuarial, financial, investment banking, legal and other consultants to
advise us. In addition, our costs include the costs of the staff and advisors of
the Massachusetts Division of Insurance, the New York Insurance Department
as to the demutualization process and related matters.

Critical Accounting Policles

Gensral. We have identified the accounting policies below as critical to our
busines.s operations and understanding of our results of operations. For a
detailed discussion of the application of these and other accounting policies,
see Note 1 - Summary of Significant Accounting Policies in the Notes to Con-
solidated Financial Statements. Note that the application of these accounting
policies in the preparation of this report requires management to use judgments
involving assumptions and estimates concerning future resufts or other
developments including the likelihood, timing or amount of one or more future
transactions or events. There can be no assurance that actual results will not
differ from those estimates. These judgments are reviewed frequently by senior
management, and an understanding of them may enhance the reader's under-
standing of the Company’s financial statements. We have discussed the identi-
fication, selection and disclosure of critical accounting estimates and policies
with the Audit Committee of the Board of Directors.

Consolidation Accounting. In January 2003, the financial Accounting Stan-
dards Board issued interpretation 46, “Consolidation of Variable Interest Enti-
ties, an Interpretation of ARB No. 51,” (FIN 46} which clarifies the consolidation
accounting guidance of Accounting Research Bulletin No. 51, “Consolidated
Financial Statements,” (ARB No. 51) to certain entities in which equity investors
do not have the characteristics of a controlling financial interest or do not have
sufficient equity at risk for the entity to finance its activities without additional
subordinated financial support from other parties. Such entities are known as
variable interest entities (VIEs). The discussion below describes those entities
which the Company has identified as reasonably possible candidates for con-
solidation under FIN 46, which would require such consolidation as of July 1,
2003.

The Investment Mahagement Segment of the Company manages invested
assets for customers under various fee-based arrangements. We use a variety
of special purpose entities (SPEs) to hold assets under management for
customers under these arrangements. These entities inciude investment
vehicles commonly known as collateralized debt obligations (CDOs). In certain
cases various business units of the Company make investments in the equity of
these entities to support their insurance liabilities. Results of one of the CDOs
are consolidated with the Company's financial results, while the remaining
CDOs are not consolidated since the Company's equity interest is minor and the
Company does not guarantee payment of the CDOs' liabilities, except for
guarantees made to investors as part of separate account contracts which are
already included in separate account liabilities in the Company's consolidated
balance sheets.

The Company generates income tax benefits by investing in apartment proper-
ties (the Properties) that qualify for low income housing and/or historic tax cred-
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its. The Company invests in the Properties directly, and also invests indirectly
via limited partnership real estate investment funds, which are consolidated into
the Company's financial statements. The Properties are organized as limited
partnerships or limited liability companies each having a managing general part-
ner or a managing member. The Company is usually the sole limited partner or
investor member in each Property; it is not the general partner or managing
member in any Property. The Properties typically raise additional capital by qual-
ifying for long term debt, which at times is guaranteed or otherwise subsidized
by federal or state agencies. In certain cases, the Company invests in these
mortgages of the Properties, which are non-recourse to the general assets of
the Company. In the event of default by a mortgagee of a Property, the mort-
gage is subject to foreclosure.

The Company has a number of relationships with a disparate group of entities,
which result from the Company’s direct investment in their equity and/or debt.
Two of these entities are energy investment partnerships, one is an investment
fund organized as a limited partnership, and one is a manufacturing company in
whose debt the Company invests, and which subsequently underwent a corpo-
rate reorganization and we received preferred stock as part of the restructuring.
The Company has made n¢ guarantees to any other parties involved with these
entities, and has no further equity or debt commitments to them.

The Company is evaluating whether each of these entities is a VIE, and if so,
whether consolidation accounting should be used for each. The Company can-
not, at this time, reliably estimate the future potential impact of consolidating
any potential VIE in which it is involved. However, additional liabilities recog-
nized as a result of consolidating any of these entities would not represent addi-
tional claims on the general assets of the Company; rather, they would
represent claims against additional assets recognized by the Company as a
result of consolidating the VIEs. Conversely, additional assets recognized as a
result of consolidation would not represent additional assets which the Com-
pany could use to satisfy claims against its general assets, rather they would be
used only to settle additional liabilities recognized as a result of consolidation.
The Company's maximum loss in relation to these entities is limited to its
investments in them, future equity commitments made, and where the Company
is the mortgagor, the outstanding balance of the mortgages originated for the
Properties, and outstanding mortgage commitments the Company has made to
the Properties. Therefore, the Company believes that these transactions have
no impact on the Company’s liquidity and capital resources beyond what is
already presented in the consolidated financial statements and notes thereto. it
is the Company’s intent to display any consolidated entities clearly on the face
of the balance sheets with appropriate disclosures,

Amortization of Deferred Acquisition Costs. Costs that vary with, and are
related primarily to, the production of new business have been deferred to the
extent that they are deemed recoverable. Such costs include commissions,
certain costs of policy issue and underwriting, and certain agency expenses.
Similarly, any amounts assessed as initiation fees or frontend loads are
recorded as unearned revenue. The Company tests the recoverability of its
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deferred policy acquisition costs, or DAC, guarterly with a model that uses date
such as market performance, lapse rates and expense levels. We amortize DAG
on term life and long-term care insurance ratably with premiums, We amortize

DAC on our annuity products and retail life insurance, other than term, based on
a percentage of the estimated gross profits over the life of the policies, whicH
are generally twenty years for annuities and thirty years for life policies. Our
estimated gross profits are computed based on assumptions related to the
underlying policies including mortality, lapse, expenses, and asset growth rates.
We amortize DAC and unearned revenue on these policies such that the
percentage of gross profits to the amount of DAC and unearned revenue amor-
tized is constant over the life of the policies.

Estimated gross profits, including net realized investment and other 'gains
(losses), are adjusted periodically to take into consideration the actual experience
to date and assumed changes in the remaining gross profits. When estimated
gross profits are adjusted, we also adjust the amortization of DAC to maintain a
constant amortization percentage over the fife of the pdicies. Our current esti-
mated gross profits include certain judgments by our actuaries conceming mortal-
ity, lapse and asset growth that are based on a combination of actual Company
experience and historical market experience of equity and fixed income returns.
Short-term variances of actual results from the judgments made by management
can impact quarter to quarter earnings. Our history has shown us that the actual
results over time for mortality, lapse and the combination of investment returns
and crediting rates (referred in the industry as interest spread) for the life
insurance and annuity products have reasonably followed the longterm historical |
trends. In recent years, actual results for market experience, or asset growth, ‘
have fluctuated considerably from historical trends and the long-term assump-
tions made in calculating expected gross profits. As a result, we changed some of
these long-term assumptions in Q3 2002, as further described below.

Q3 2002 Unlockings: As of September 30, 2002, the Company changed several
future assumpti‘ons with respect 10 the expected gross profits in its variable life
insurance business in the Protection Segment and variable annuity business in
the Asset Gathering Segment. First, we lowered the long-term growth rate
assumption from 9% to 8% gross of fees (which are approximately 1% to 2%).

Second, we lowered the average rates for the next five years from the mid-teens :

to 13% gross of fees. Finally, we increased certain fee rates on these policies
(the variable series trust (VST) fee increase). These three changes are referred
to collectively elsewhere in this document as the Q3 2002 Unlocking. The result
of these changes in assumptions was a net acceleration of amortization of DAC
of $36.1 million in the variable annuity business in the Asset Gathering Seg-
ment and $13.1 million (net of $12.3 million of unearned revenue and $2.5
million in policy benefit reserves) in the variable life insurance business in the
Protection Segment. The impact on net income of the Q3 2002 Unlockings to
Q3 2002 income was a reduction of approximately $27.5 million, or $0.09
diluted earnings per share. The accelerated amortization will reduce the total
amortization of DAC in future periods, but will accelerate the amortization in the
short term.
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ensitivity of Deferred Policy Acqgulsition Costs Amortization In 2002. If we

ade different assumptions, there would be a change in DAC amortization and
ihcome before taxes. The table below shows the increased (decreased) DAC

mortization for several different scenarios which would have occurred in Q4
2002 if the indicated scenario assumptions had been used in Q4 2002.

Asget
Protoction  Gethering Total
in miltions)
ong-term and shortterm growth rate assun:nption
of 8%, gross of fees $10.0 $225 $325

ong-term and short-term growth rate assumption
of 9%, gross of fees 3.6 16.7  20.3

ong-term growth rate assumption of 9%, gross of
fees, and short-term growth rate of 13%, gross
of fees (7.2)

(1.7) (8.9)

Sensltivity of Deferrad Acqulsiticn Costs Amortlzation In 2003. The level of
IDAC amortization in 2003 will vary if separate account growth rates vary from
‘our current assumptions. The table below shows the estimated increased
(decreased) quarterly DAC amortization that will result if actual separate
faccount growth rates are different than the rates assumed in our DAC models.

Assot
Protoction  Gathoring Yotal
(in millions)
18% $(0.9) $(5.3) $(6.2)
13% - - -
8% 1.3 6.7 8.0

Benefits to Pollcyholders. Reserves for future policy benefits of certain
insurance products are calculated using management’s judgments of mortality,
morbidity, lapse, investment performance and expense levels that are based
primarily on the Company's past experience and are therefore reflective of the
Company’s proven underwriting and investing abilities. Once these assumptions
are made for a given policy or group of policies, they will not be changed over
the life of the policy unless the Company recognizes a loss on the entire iine of
business. The Company periodically reviews its policies for loss recognition and
based on management’s judgment the Company from time to time may recog-
nize a loss on certain lines of business. Short-term variances of actual results
from the judgments made by management are reflected in current period earn-
ings and can impact quarter to quarter earnings.

Investment in Debt and Equlty Securlties. iImpairments on our investment port-
folio are recorded as a charge to income in the period when the impairment is
judged by n-anagement to occur. See the General Account Investments section
of this document and “Quantitative and Qualitative Information About Market
Risk ~ Credit Risk” section of this document for a more detailed discussion of
the investment officers’ professional judgments involved in determining impair-
ments and fair values.

Certain of our fixed income securities classified as heldto-maturity and
available-for-sale are not publicly traded, and quoted market prices are not
available from brokers or investment bankers on these securities. The change in
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_the fair value of the available-for-sale securities is recorded in other compre-

hensive income as an unrealized gain or loss. We calculate the fair value of
these securities ourselves through the use of pricing models and discounted
cash flows calling for a substantial level of professional investment manage-
ment judgments. Our approach is based on currently available information,
including information obtained by reviewing similarly traded securities in the
market, and we believe it to be appropriate and fundamentally sound. However,
different pricing models or assumptions or changes in relevant current
information could produce different valuation results. The Company's pricing
model takes into account a number of factors based on current market con-
ditions and trading levels of similar securities. These include current- market
based factors related to credit quality, country of issue, market sector and aver-
age investment life. The resulting prices are then reviewed by the pricing ana-
lysts and members of the Controller's Department. Our pricing analysts take
appropriate action to reduce valuation of securities where an event occurs which
negatively impacts the securities’ value. Certain events that could impact the
valuation of securities include issuer credit ratings, business climate, manage-

ment changes, litigation and government actions, among others.

As part of the valuation process we attempt to identify securities which may have
experienced an other than temporary decline in value, and thus require the recog-
nition of an impairment. To assist in identifying impairments, at the end of each
guarter our Investment Review Committee reviews all securities where market
value is less than ninety percent of amortized cost for three months or more to
determine whether impairments need to be taken. This committee includes the
head of workouts, the head of each industry team, and the head of portfolio
management. The analysis focuses on each company’s or project’s ability to serv-
ice its debts in a timely fashion and the length of time the security has been trad-
ing below cost. The results of this analysis are reviewed by the Life Company’s
Committee of Finance, a subcommittee of the Life Company’s Board of Directors,
quarterly. To supplement this process, a quarterly review is made of the entire
fixed maturity portfolio to assess credit quality, including a review of all impair-
ments with the Life Company's Committee of Finance. See “Management’s Dis-
cussion and Analysis of Financial Condition and Analysis of Financial Condition and
Resuits of Operations—General Account Investments” section of this document for
a more detailed discussion of this process and the judgments used therein.

Benefit Plans. The Company annually reviews its pension and other post-
employment benefit plan assumptions for the discount rate, the long-term rate
of return on plan assets, and the compensation increase rate. All assumptions
are reviewed with the Audit Committee.

The assumed discount rate isb set in the range of (a) the rate from the
December daily weighted average of long-term corporate bond yields (as pub-
lished by Moody's Investor Services for rating categories A, Aa, Aaa, and Baa)
less a 5% allowance for expenses and default and (b) the rate from the rounded
average of the prior year's discount rate and the rate in (a) above. in 2002 the
Company set the rate at 6.75%. A 0.25% increase in the discount rate would
decrease pension benefits Projected Benefit Obligation (PBO) and 2003 Net
Periodic Pension Cost (NPPC) by approximately $65.1 million and $4.9 million
respectively. A 0.25% increase in the discount rate would decrease other post-
employment benefits Accumulated Postretirement Benefit Obligation (APBO) and
2003 Net Periodic Benefit Cost (NPBC) by approximately $18.1 million and $1.2
million respectively. ’
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The assumed long-term rate of return on plan assets is generally set at the long-
term rate expected to be earned (based on the Capital Asset Pricing Model and
similar tools) based on the longterm investment policy of the plans and the
various classes of the Invested funds. For 2003 Net Periodic Pension (and
Benefit) cost, it is expected that an 8.75% long term rate of return assumption
will be used. A 0.25% increase in the long-term rate of return would decrease
2003 NPPC by approximately $4.6 million and 2003 NPBC by approximately
$0.5 million. The expected return on plan assets is based on the fair market
value of the plan assets as of December 31, 2002, The target asset mix of the
plan is: 50% domestic stock, 15% international stock, 10% private equity, and
25% fixed income.

The compensation rate increase assumption is generally set at a rate con-
sistent with current and expected long-term compensation and salary policy;
including inflation. A change in the compensation rate increase assumption can
he expected to move in the same direction as a change in the discount rate. A
0.25% decrease in the salary scale would decrease pension benefits PBO and
NPPC by approximately $8.3 million and $1.2 million respectively. Post employ-
ment benefits are independent of compensation.

The Company uses a 5% corridor for the amortization of actuarial gains/losses.
Actuarial gains/losses are amortized over approximately 13 years for pension
costs and over approximately 13 years for benefit costs.

Prior service costs are amortized over approximately 9 years for pension costs
and over approximately 17 years for benefit costs.

Income Taxes. We establish reserves for possible penalty and interest pay-
ments to various taxing authorities with respect to the admissability and timing
of tax deductions. Management makes judgments concerning the eventual
outcome of these items and reviews those judgments on an ongoing basis.

Economic Trends

Economic trends impact profitability and sales of the Company. The impact of
economic trends on the Company's profitability are simitar to their impact on
the financial markets. The Company estimates that a full year increase
(decrease) in interest rates of 1.0% would increase (decrease) segment after
tax operating income by approximately $5 million, and that a full year increase
{decrease) in equity markets of 5% would increase (decrease) segment after tax
operating income by approximately $10 million.

The sales and other financial resuits of our retail business over the last several
years have been affected by general economic and industry trends. Variable
products, including variable life insurance and variable annuities, until 2001 had
accounted for the majority of réczent increases in total premiums and deposits
for the insurance industry as a result of the strong equity market growth in
recent years and the “baby boom” generation reaching its high-earnings years
and seeking tax-advantaged investments to prepare for retirement. This trend
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has changed due to fluctuations in stock market performance and we have seer
investors return to fixed income products. Our diverse distribution network ang
product offerings will assist in the maintenance of assets and provide for sales
growth. Although sales of traditional life insurance products have experienceq
continued declines, sales of fixed annuity products and corporate owned lifg
insurance have increased. Universal life sales have also increased for the
Company and for the industry as a whole, due in part to the market’s demand
for products of a fixed nature. With respect to our long-term care insurance
products, premiums have increased due to the aging of the population and the
expected inability of government entitiement programs to meet retirement]
needs.

Premiums and deposits of our individual annuity products increased 62.2% to|
$3,438.5 million in 2002 as compared to 2001, driven by an 82.3% increase in
the fixed annuity business. Our variable life insurance product deposits in 2002
increased 2.3% to $926.8 million compared to 2001, while premiums and
deposits on our long-term care insurance increased 16.6%, to $771.3 million in!

2002 due to persistency and strong growth in the business. Continued volatility“
in the equity markets during 2002 led to a decrease in mutual fund deposits ofl
$628.3 million, or 10.7%, to $5,254.8 miilion in 2002. However, redemptions !
decreased $452.8 million, or 8.8%, to $4,670.3 million in 2002 due to con-
servation initiatives. We have reduced operating expenses to protect profit
margins as we work to stabilize and grow assets under management in the
mutual funds business. However, our mutual fund operations are impacted by
general market trends, and a continued downturn in the mutual fund market

may negatively affect our future operating resuits.

Recent economic and industry trends also have affected the sales and financial
results of our institutional business. Sales of fund-type products decreased
$782.6 million, or 16.9%, to $3,852.5 million. The decrease was driven by
decreasing demand for GICs and increased market competition. Premiums from
single premium annuity contracts decreased $600.9 million, or 67.2%, to $292.7
million in 2002, primarily due to the sale of three single premium annuity con-
tracts totaling $794.1 million in 2001 which did not recur. We continue to look
for opportunistic sales in the single premium annuity market where our pricing
standards are met. Partially offsetting the decrease in sales was the introduction
of a new product, SignatureNotes, which generated $303.4 million in sales in
2002. SignatureNotes is designed to generate sales from the conservative retail
investor looking for stable returns. The investment management services we pro-
vide to domestic and international institutions include services and products such
as investment advisory client portfolios, individually managed and pooled sepa-
rate accounts, registered investment company funds, bond and mortgage
securitizations, coliateralized bond obligation funds and mutual fund manage-
ment capabilities. -Assets under management of our Investment Management
Segment decreased to $27,491.4 million as of December 31, 2002 from
$28,770.6 mitlion as of December 31, 2001.
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Transactlong Affecting Comparability of Results of Operations
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The acquisitions described under the table below were recorded under the purchase method of accounting and, accordingly, the operating results have been included

in the Company's consolidated results of operations from the applicable date of acquisition. Each purchase price was allocated to the assets acquired and the

liabilities assumed based on estimated fair values, with the excess, if any, of the applicable purchase price over the estimated fair values of the acquired assets and

liabilities recorded as goodwill, These businesses and books of business were generally acquired by the Company in execution of its plan to acquire businesses and

products that have strategic value, meet its earnings requirements and advance the growth of its current businesses, The following table presents actual and pro-

forma data for comparative purposes, for the periods indicated to demonstrate the proforma effect of the acquisitions as if they occurred on January 1, 2000.

2002 2001 2000

_ Yeor Ended Bocembor 31, Proforma 2002 Proforma ' 2001 Proforma 2000
{unaudited) (unaudited) {unaudited)

(in millions, except per-share data)

Pevenue $8,5425 $8,455.1 $9,317.8 $9,109.0 $9,369.4 $8,937.3

Net income $ 5121 $ 4995 $ 6320 $ 6187 ¢ 8215 ¢ 8187

$ 174 $ 170 $ 205 $ 201 $ 260 $ 259

Eamings per share @

2000 eamings per share is based on proforma diluted welghted average shares outstanding for the year

On December 31, 2002, the Company agreed to acquire the fixed universal life
insurance business of Allmerica Financial Corporation (Alimerica) through a
’reinsurance agreement for approximately $104.3 million. There was no impact
lon the Company’s results of operations from the acquired insurance business
during 2002. ’

On October 1, 2001, Maritime Life, a majority owned subsidiary of the Com-
pany, completed its purchase of all of the shares of Royal & Sun Alliance Life
Insurance Company of Canada for an amount of approximately $149.9 miilion.
RSAF's business includes life insurance, guaranteed interest savings and
retirement products. The net income relating to the acquired operations
included in the Company's resulis from the date of acquisition through
December 31, 2001 was $2.4 million,

On April 2, 2001, a subsidiary of the Company, Signature Fruit Company, LLC
(Signature Fruit), purchased certain assets and assumed certain liabilities out
of bankruptcy proceedings of Tri Valley Growers, Inc., a cooperative association,

for approximately $53.0 million in assumed debt. The net losses related to the
acquired operations included in the Company’s results from the date of acquis-
ition through December 31, 2001 were $3.4 miliion.

On March 1, 2000, the Company acquired the individual long-term care insurance
business of Fortis, Inc. (Fortis) through a coinsurance agreement for approximately
$165.0 million. The net income relating to the acquired operations is included in
the Company’s results from the date of acquisition through December 31, 2000.

Event Geoourring Subsequent to Year End

The 2002 results include a realized loss of $25.7 million related to a claim
received on February 24, 2003 in connection with a prior year's disposal of a
fixed maturities security. This loss resulted in a reduction of $16.7 million to
the GAAP net income for 2002 as previously reported in our fourth quarter earn-
ings release which was filed on form 8K with the Securities and Exchange
Commission on February 7, 2003.
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Results of Operations

The table below presents our consolidated results of operations and consolidated financial information for the periods indicated.

For tha Years Ended Decembar 31, 2002 2001 2000
(in millions})
Revenues
Premiums $3,377.1  $3,851.3 $3,452.1
Universal life and investment-type product fees 815.2 772.5 749.3
Net investment income 3,9341 39449 3,864.8
Net realized investment and other gains (losses), net of related amortization of deferred policy acquisition costs, \

amounts credited to participating pension contractholders and the policyholder dividend obligation @) (454.7) (249.1) 88.7
investment management revenues, commissions, and other fees 527.7 602.9 764.8
Other revenue (expense) 255.7 186.5 17.d
Total revenues 84551  9,109.0 89373

1

Benaefits and expenses )
Benefits to policyholders, excluding amounts related to net realized investment and other gains (losses) credited to

participating pension contractholders and the policyholder dividend obligation @ 5,387.7 5,904.7 5,375.86
Other operating costs and expenses 1,495.6 1,500.1 1,586.4
Amortization of deferred policy acquisition costs, excluding amounts related to net realized investment and other

gains (losses) ¥ 350.2 306.8 242.0
Dividends to policyholders 585.4 571.3 564.4‘
Demutualization expenses - - 10.62
Total benefits and expenses 78189 82829 7,779.0§
Income before income taxes and cumulative effect of accounting changes 636.2 826.1 1,158.3
income taxes 136.7 214.6 339.6
Income before cumulative effect of accounting changes 499.5 611.5 818.7
Cumulative effect of accounting changes, net of taxes @ - 7.2 -

Net income

$ 4995 § 6187 $ 8187

@

2002, 2004, and 2000, respectively.
(2

ended 2002, 2001, and 2000, respectively.

(3) Excluding amounts refated to net realized investment and other gains {losses) of $(34,6) milllon, $(26.4) million, and $(9.3) mifion for the years ended 2002, 2001, and 2000, respectively.

4

Cumulative effect of accounting changes is shown net of taxes of ${4.2) milllon for 2001. There was no cumulative effect of accounting changes in 2002 and 2000.

Net of related amortization of deferred policy acquisition costs, amounts credited to participating pension contractholders and the policyhoider dividend obfigation of $(69.8) million, $(1.1} miltion, and $14.7 million for the years ended

Excluding amounts related to net realized investment and other gains (fosses) credited to participating pension contractholders and the policyholder dividend obligation of $(35.2) million, $25.3 million, and $21.0 million for the years

Year Ended December 34, 2002 Compared to Year Ended December 314, 2001
The following discussion reflects the adoption of Statement of Position (SOP)
00-3, “Accounting by Insurance Enterprises for Demutualizations and Formation
of Mutual Insurance Holding Companies and Certain Long-Duration Participating
Contracts” for all periods subsequent to the adoption of the closed block on
February 1, 2000. In addition, the follc_)wing discussion includes gains and loss-
es, both realized and unrealized, on equity securities classified as trading in
benefits to policyholders, a reclassification from net investment income as part
of investment returns related to equity indexed universal life insurance policies
sold at Maritime Life, otherwise these gains and losses are included in net real-
ized investment and other gains (losses).

Consolidated income before income taxes and cumulative effect of accounting
changes decreased 23.0%, or $189.9 miilion, from the prior year. The decrease
in consolidated income before income taxes was driven by $454.7 million in net
realized investment and other losses for the vear ended December 31, 2002,
compared to $243.1 million in net realized investment and other losses in the

prior year. The $454.7 million in net realized investment and other losses in
2002 are net of $23.3 million in net realized investment and other losses allo-
cated to the participating pension contractholders and $11.9 million in net real-
ized investment and other losses allocated to the policyholder dividend
obligation in 2002. Net realized investment and other losses in the current
period were driven by losses recognized on other than temporary declines in
value of fixed maturity securities of $620.7 million (inctuding impairment losses
of $582.5 million and $38.2 million of previously recognized gains where the
bond was part of a hedging relationship). The largest impairments were write-
downs on United Airlines of approximately $99 million, US Airways of approx- !
imately $42 million, NRG Energy of approximately $46 miltion, PG&E Nationai
Energy Group of approximately $32 million, Wilton Trust of approximately $32
million, Petroleurn Geo-Services of approximately $28 miflion, Power Facilities of
approximately $19 million, Corporate Durango of approximately $17 miltion,
WorldCom of approximately $12 million, Autopistas Del Sol of approximately
$12 miltion and Aguas Argentina of approximately $10 million. Additional losses
were recorded for other than temporary declines in the equity in coliater-
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alized bond obligations of $61.9 million and other equity securities of $30.8
_miilion during 2002. (See General Accounts Investments in this MD&A).

The Company incurred losses on dispesal of fixed maturity securities of $119.2
million, losses on the disposal of real estate investments of $39.0 million,
losses on the disposal of equity securities of $28.9 million, losses on the dis-
Aosal of other invested assets of $13.0 million and losses on disposal of mort-
gage loans on real estate of $1.2 million. Gains were realized on the disposal
of fixed maturity securities of $191.4 million, gains on disposal of equity secu-
rities of $153.9 million, gains on the sale of interest rate floors of $63.8 mil-
ljon, gains on disposal of mortgage loans on real estate of $55.8 million, gains
on disposal of real estate of $13.0 miltion and gains on disposal of other
ipvested assets of $10.7 million.

The decrease in income before income taxes and cumulative effect of accounting
ghanges was primarily attributable to decreases of $135.1 million in the Guaran-

ed and Structured Financial Products (G&SFP) Segment, a decrease of $70.5
‘iillion in the Corporate and Other Segment, and a decrease of $12.0 million in
he Investment Management Segment. These decreases in income before income

axes and cumulative effect of accounting changes were partially offset by an
increase of $17.4 million in the Protection Segment, and a $10.3 million increase
in the Asset Gathering Segment. The decrease in the G&SFP Segment was
primarily due to net realized investment and other losses, which increased
zige,e million, and lower net investment income, which decreased $120.5 mil-
lion driven by floating interest rates. These decreases in income were partiafly
offset by lower reserves. The decrease in the Corporate and Other Segment was
primarily due to a $54.5 million increase in net realized investment and other
losses. The decrease in the Investment Management Segment is driven by a
$13.5 million decrease in net investment income and a $3.1 million decrease in
management advisory fees due to lower assets under management, partially
offset by a decrease in operating expenses driven by lower interest expense. The
Protection Segment experienced an increase in income before income taxes and
cumulative effect of accounting changes primarily driven by an increase of $17.9
million in universal life product fees, primarily due to growth in non-traditional life
insurance products.

In addition, the Asset Gathering Segment's income before income taxes and
éumulative effect of accounting changes increased due to a decrease in operat-
ing costs and expenses, driven by cost savings in the mutual fund business and
J:ompany wide cost reduction programs.

Premium revenue decreased 12.3%, or $474.2 million, from the prior year. The
glecrease was primarily due to a $603.9 million decrease in premiums in the
P&SFP Segment, driven by a decrease in the single premium annuity business
jvith @ corresponding decrease in benefits to policyholders. Premiums
lecreased on lower sales of single premium annuities, which fell 92.7%, or
5750.7 mitlion, from the prior year due 1o the sale of three large single premium
BNNUity contracts totaling $794.1 million in 2001 which did not recur in 2002,
We continue to look for opportunistic sales in the single premium annuity mar-
et where our pricing standards are met. The decrease in premiums in the
G&SFP Segment was partially offset by premium growth in the Protection Seg-

Tnent of $137.9 million driven primarily by long-term care insurance premiums,
hich increased 16.1%, or $109.0 million, and traditional life insurance pre-
I:iums which increased 2.9%, or $29.0 miilion.

|
|
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Universal life and investmenttype product fees increased 5.5%, or $42.7 mil-
lion, from the prior year. These product fees consist primarily of cost of
insurance fees on our variable life insurance and universal life insurance prod-
ucts and mortality and expense fees on our variable annuity products. The
increase was primarily due to growth in average account values in universal life
insurance products and variable life insurance product fee increases.

Net investment income decreased $10.8 million from the prior year. The
decrease was primarily the result of lower yields, partially offset by asset growth
and iower investment expenses. Overall, the 2002 yield, net of investment
expenses, on the general account portfolio decreased to 6.24% from 7.09% in
the prior year. The lower portfolio yield was driven primarily by the sharp drop in
short-term interest rates during the year, which impacts floating rate invest-
ments, and lowers yields on investment acquisitions. The change in yields were
impacted by the following drivers:

- As of December 31, 2002, the Company’s asset portfolio had approximately
$12 billion of floatingrate exposure (primarily LIBOR). This compares to $8.9
billion of exposure as of December 31, 2001. This exposure was created mostly
through interest rate swaps designed to match our floating-rate liability portfolio.
As of December 31, 2002, approximately 90% of this exposure, excluding cash
and shortterm investments, was directly offset by exposure to floatingrate
liabilities. Most of the remaining 10% of exposure is in floatingrate assets
acquired for their relative value and is accounted for in the portfolio's interest
rate risk management plan. As a result of the drop in short term rates over the
year, as well as the increase in exposure, this floating-rate exposure reduced the
portfolio yield by 60 basis points in 2002 compared to the prior year.

- Certain of our tax-preferenced investments (lease residual management and
affordable housing limited partnerships) dilute the Company's net portfolio
yield on a pre-tax basis. In 2002, this dilutive effect was 10 basis points,
compared to 8 basis points in 2001. However, adjusting for taxes, these
investments increased the Company’s aftertax earnings by $7.9 million in
2002 relative to 2001.

+ Due to the late timing of the transaction, the previously described acquisition
of the Allmerica fixed universal life insurance business in December 2002,
resulted in an increase of $0.5 biliion in invested assets, which reduced 2002
net investment income yields by 3 basis points. The assets related to the
transaction were recorded on the last day of the year. Consequently, the
Company earned no investment income on these assets in 2002.

- The inflow of new cash for the year ending December 31, 2002 was invested
at market rates that were below the portfolio rate. In addition, maturing
assets rolling over into new investments at market rates less favorable than
those available in 2001 also contributed to the decline in yields.

Partially offsetting the effects of these decreases to yields on investments was
an increase in invested assets and a reduction in investment expenses. In
2002, weighted-average invested assets grew $7,453.2 million, or 13.4%, from
the prior year. In addition, investment expenses were reduced $14.4 million in
2002 compared to the prior year. Also included are reductions in corporate
operating expenses and in depreciation expenses associated with the planned
sale of the Company’s home office real estate.
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Net realized investment and other losses increased 82.5%, or $205.6 million,
from the prior year. The increase was driven by other than temporary declines in
value of fixed maturity securities of $620.7 million (including impairment losses
of $582.5 million and $38.2 million of previously recognized’ gains where the
bond was part of a hedging relationship), the largest of which were on securities
issued by United Airlines, US Airways, Enron and affiliates, NRG Energy Group,
among others’; additional detail is provided previously and in General Account
Investments in this MD&A. The Company also incurred losses on the other than
temporary declines in value of the equity in collateralized bond obligations of
$61.9 million and other equity securities of $30.8 million. For additional analysis
regarding net realized investment and other losses, see General Account Invest-
ments in this MD&A.

Investment management revenues, commissions, and other fees decreased
12.5%, or $75.2 million, from the prior year. The decrease in fee revenue was the
result of lower average assets under management. Average assets under
management decreased 4.9%, or $2,094.7 million, compared to the prior year.
Underwriting and distribution fees decreased 12.0%, or $27.8 mitlion, primarily due
to the decrease in front-end load mutual fund sales, and accordingly, commission
revenue and distribution fees. Mutual fund advisory fees declined 14.2%, or $25.3
million, in 2002, primarily due to lower average assets under management.

Other revenue increased 37.1%, or $69.2 million, from the prior year. The
increase in other revenue is due to the Signature Fruit transaction in 2001, and
is offset by Signature Fruit's expenses in other operating costs and expenses,
The increase in revenues is due to the inclusion of the results of Signature Fruit
for the nine months subsequent to the transaction in 2001. Signature Fruit is
included in other revenue for all of 2002, Signature Fruit, a subsidiary of the
Company as of April 2, 2001, acquired certain assets and assumed certain
liabilities out of bankruptcy proceedings of Tri Valley Growers, Inc., a coopera-
tive association. The revenues and expenses of Signature Fruit are included in
the Company’s income statement in other revenue and other operating costs
and expenses, respectively. Signature Fruit generated $235.9 million and
$177.8 million in revenue in the years ended December 31, 2002 and 2001,
respectively.

Benefits to policyholders decreased 8.8%, or $517.0 million, from the prior
year. The decrease in benefits to policyholders was driven by a decrease in the
G&SFP Segment of 34.4%, or $800.9 million. Benefits to policyholders in
G&SFP Segment spread-based products decreased 36.5%, or $773.3 million,
from the prior year, due to lower sales of single premium annuity contracts,
combined with lower interest credited on account balances. Interest credited
decreased 12.8%, or $158.7 miltion from the prior year. The decrease in inter-
est credited was due to a decline in the average interest credited rate on
account balances for spread-based products, due to the reset of approximately
$10 billion of liabilities with floating rates and new business added at current
market rates. The average crediting rate fell to 4.93% from 6.35% in the prior
year. Partially offsetting the decrease in benefits to policyholders in the G&SFP
Segment was an increase in the Protection Segment of 11.1%, or $208.8 mil-
lion, primarily due to growth in the long-term care insurance business where the
Company increased reserves for premium growth and higher ¢laim volume. In
addition, benefits to policyholders increased in the non-traditional life insurance
business due to growth in the in-force. The non-traditional life insurance busi-
ness had an increase in benefits to policyholders of 23.1%, or $55.8 million,

primarily due to a $33.5 million increase in interest credited on higher current
year account balances, and also driven by a $15.3 million increase in death
claims, net of reserves released. ‘

X |

Other operating costs and expenses decreased $4.5 million from the prior year,
!

despite an increase of $58.2 million in other operating costs and expenses
related to Signature Fruit and an increase of $28.3 million in interest expens?

on debt, both of which were included in only part of the prior year's results. The
decrease in expenses was primarily due to cost containment measures. Th

Asset Gathering Segment other operating costs and expenses decreased $75.
million driven by lower salary and commission expense in the mutual fund busj-
ness. In addition, other operating costs and expenses decreased $5.9 million i
the Investment Management Segment driven by lower interest expense fro
lower average levels of warehoused commercial mortgages held for sale an
lower average interest rates during 2002. Included in other operating costs an
expenses was $241.3 million in operating costs of Signature Fruit in 2002. Th
increase in Signature Fruit other operating costs and expenses is due to their
inclusion in the 2002 results for the full year while included only for nin
months in 2001 after its formation.

Amortization of deferred policy acquisition costs increased 14.1%, or $43.4 mi@l-
lion, from the prior year. The increase in amortization of deferred policy acquis-
ition costs was primarily due to the $64.0 million Q3 2002 Unlocking of thl
Company’s deferred policy acquisition costs (DAC) asset, which increase‘
amortization of the DAC asset. Amortization of deferred policy acquisition costs
increased due to the Q3 2002 Unlocking of the DAC asset based on‘changes iﬁ
the future investment return assumptions and lowering the long-term growth
rate assumption from 9% to 8%, gross of fees {which are approximately 1% to
2%). In addition, we lowered the average rates for the next five years from the
mid-teens to 13%, gross of fees. We aiso increased certain fee rates on these
policies (the VST fee increase). These changes in assumptions resulted in the
Q3 2002 Unlocking of the DAC asset, which impacted the Asset Gathering and
Protection Segments (See Note 1 - Summary of Significant Accounting Policies
in the notes to consolidated financial statements and Critical Accounting Poli-
cies in this MD&A).

Dividends to policyholders increased 2.5%, or $14.1 million from the prior year.
The increase in dividends to policyholders was driven by the Protection Seg
ment, which increased 2.3%, or $11.6 million. This increase was due to th€1=
lowering of the dividend scale during the year partially offset by growth i
reserves and aging of the in-force business on traditional life insurance prod-
ucts. Traditional life insurance products average reserves increased approx-
imately 4.2% from the prior period.

Income taxes were $136.7 million in 2002, compared to $214.6 million fol
2001. Our effective tax rate was 21.5% in 2002, compared to 26.0% in 2001
The lower effective tax rate was primarily due to beneficial impact of additionaft
option contracts under the lease residual management strategy, a decrease i
the provision for prior year federal income tax audit issues, and increased
affordable housing tax credits.

Year Ended December 34, 2001 Compared to Year Ended December 34, 2000
The following discussion reflects the adoption of Statement of Position (SOP

00-3, “Accounting by Insurance Enterprises for Demutualizations and Formation
of Mutual Insurance Holding Companies and Certain Long-Duration Participatini;

|
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Contracts” for all periods subsequent to the adoption of the closed block on
February 1, 2000. In addition, the following discussion includes gains and loss-
es, both realized and unrealized, on equity securities classified as trading in
benefits to policyholders, a reciassification from net investment income as part
of investmént returns refated to equity indexed universal life insurance policies
sold at Maritime Life, otherwise these gains and fosses are included in net real-
ized investment and other gains (losses). Consolidated income before income
taxes and cumulative effect of accounting changes of $826.1 million for the
year ended December 31, 2001 decreased by $332.2 million, or 28.7%, as
compared to consolidated income before income taxes and cumulative effect of
geeounting changes of $1,158.3 million for the year ended December 31,
2000. The decrease in conso[idated income before income taxes was driven by

$249.1 million in net realized investment and other losses for the year ended

ecember 31, 2001, compared to $88.7 million in net realized investment and

ther gains for the year ended December 31, 2000. The $249.1 million in net
realized investment and other losses in 2001 are net of $42.3 million in net
realized investment and other gains allocated to the participating pension con-
tfactholders and $17.0 million in net realized investment and other losses alio-

ated to the policyholder dividend abligation in 2001. The change in net realized
ihvestment and other gains (losses) is the result of debt and equity write-downs
af approximately $381.0 million driven by write-downs on securities of issuers
affiliated with Enron Corporation, the Argentina government and other invest-
ments in that country, K-Mart Corporation and equity interests in certain
gollateralized debt obligations (CDO). The Company’s Enron Corporation related
debt write-downs were mitigated by approximately $77.3 million in net realized

ihvestment and other gains in credit swap protection. In addition, partially off-
1

setting the debt write-down were $223.7 million in net realized investment and
other gains on common stock sold during the year.

The decrease in income before income taxes and cumulative effect of accounting
changes was primarily attributable to decreases of $235.5 million in the Corpo-
rate and Other Segment, $72.5 million in the Asset Gathering Segment, $41.5
million in the Investment Management Segment, and $15.3 million in the
Guaranteed .and Structured Financial Products Segment. These decreases in
income before income taxes and cumulative effect of accounting changes were
partially offset by a $32.6 million increase in the Protection Segment. The
7ecrease in the Corporate and Othe{ Segment was primarily due to lower net real-
ized investment and other gains (losses), which decreased $131.0 miltion, and

wer net investment income, which decreased $132.0 million. The decrease in
e Asset Gathering Segment was primarily due to a $70.2 million increase in net
alized investment and other losses primarily related to the annuity business
nd an increase in expenses in the mutual funds business which are onetime in
ature related primarily to the sale of the full service retirement business. The
ecrease in the Investment Management Segment is driven by a $74.8 miltion
ecrease in management advisory fees due to [ower assets under management,
artially offset by a decrease in operating expenses primarily due to non-recurring
rior year amounts related to timber management contracts and performance
es paid for the management of the mezzanine fund and lower compensétion
xpense in the current period. The decrease in the Guaranteed and Structured
Financial Products Segment is primarily due to decreases in the fee businesses
on fower average reserves driven by customer withdrawals and an increase in net
realized investment and other losses of $56.3 million. The Protection Segment
experienced an increase in income before income taxes and cumulative effect of
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accounting changes partially offset by an increase in net realized investment and
other losses of $73.0 million, primarily due to fee revenues on growth in non-
traditional life insurance products,

Premium revenue was $3,851.3 million for 2001, an increase of $399.2 mil-
lion, or 11.6%, from $3,452.1 million in 2000. The increase was primarily due
to a $138.9 million increase in premiums in the Protection Segment, driven by
renewal premium growth in the longterm care business of $116.1 million.
Renewal premiums are growing due to the acquisition of the Fortis long-term
care business in the prior year. Another significant driver was the Guaranteed
and Structured Financial Products Segment which increased $136.5 miliion
primarily due to growth in the single premium annuity business. Premiums in the
Corporate and Other segment increased $112.5 million primarily due to the
acquisition of Royal & Sun Alliance Financial during 2001.

Universal life and investment-type product fees were $772.5 million for 2001,
an increase of $23.2 million, or 3.1%, from $749.3 million in 2000. These
product fees consist primarily of cost of insurance fees on our variable life
insurance and universal life insurance products and mortality and expense fees
on our variable annuity products. The increase was primarily due to growth in
the average account values in universal life insurance products, partiaily offset

by lower average account balances in variable annuities and surrender fees.

Net investment income was $3,944.9 million for 2001, an increase of $80.1
million, or 2,1%, from $3,864.8 million in 2000. The increase was primarily the
result of higher average invested assets, which increased $4,659.2 million, or
9.3%, to $54,623.7 million in 2001, as compared to $49,964.5 million in
2000, partially offset by a lower net yield on average invested assets which
decreased to 7.23% in 2001, The decrease in yield from the prior year is con-
sistent with the average market rates in 2001 compared to 2000. The average
10-year U.S. Treasury rate in 2001 was 101 basis points lower than in 2000.

Net realized investment and other losses were $248.1 million for 2001, a
decrease of $337.8 million from net realized investment and other gains of $88.7
million in 2000. The decrease was driven by the result of debt write-<downs on
securities of issuers affiliated with Enron Corporation, the Argentina government
and other investments in that country, K-Mart Corporation and equity in CDO’s.
Partially offsetting debt losses were net realized investment and other gains on
comman stock of $223.7 million and approximately $77.3 million in net realized
investment and other gains on credit swap protection investment strategy.

Investment management revenues, commissions, and other fees were $602.9
million, a decrease of $161.9 million, or 21.2%, from $764.8 million in 2000.
The decrease in fee revenue was the result of a lower assets under manage-
ment. Assets under management decreased $983.1 million compared to the
prior year period. Underwriting and distribution fees decreased $72.1 million, or
23.7%, to $232.5 million in 2001 primarily due to the decrease in front-end
load mutual fund sales, and accordingly, commission revenue. Mutual fund
advisory fees declined $16.3 million in 2001, primarily due to lower average
assets under management. .

Other revenue was $186.5 million in 2001, an increase of $168.9 million, or
959.7%, from $17.6 million reported in 2000. The increase in other revenue is
due to the Signature Fruit transaction in 2001. Signature Fruit, a subsidiary of
the Company as of April 2, 2001, acquired certain assets and assumed certain
liabilities out of bankruptcy proceedings of Tri Valley Growers, Inc., a coopera-
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tive association. The revenues and expenses of Signature Fruit are included in
the Company’s income statement in other revenue and other operating costs
and expenses, respectively. Signature Fruit generated $177.8 millién in revenue
in the year ended December 31, 2001,

Benefits to policyholders were $5,904.7 million for 2001, an increase of
$529.1 miltion, or 9.8%, from $5,375.6 million in 2000. The increase in bene-
fits to policyholders was driven by growth in the long-term care insurance busi-
ness primarily due to the acquisition of the longterm care insurance business
of Fortis, inc., the growth in the single premium annuities business in the
G&SFP Segment and growth in the Corporate and Other Segment driven by the
international operations, primarily Maritime Life who acquired an insurance
operation in Canada in the fourth quarter of 2001 and an additional $30.0 mil-
lion pre-tax charge in connection with the class action settlement involving
individual life insurance policies sold from 1979 through 1996.

Other operating costs and expenses were $1,500.1 million for 2001, a
decrease of $86.3 million, or 5.4%, from $1,686.4 million for 2000. The
decrease was primarily due to cost containment measures and lower commis-
sion expense in the mutual fund business on lower front-end load charge mutual
fund sales and lowered deferred sales charges due to lower redemptions. In
addition, lower compensation costs in our Investment Management Segment
resulted from lower assets under management. Partially offsetting the
decreases in other operating costs, was the inclusion of $183.0 million in
operating costs of Signature Fruit in other operating costs and expenses in
2001.

Amortization of deferred policy acquisition costs was $306.8 million for 2001,
an increase of $64.8 million, or 26.8%, from $242.0 million for 2000. The
increase was primarily due to higher amortization expense on non-traditional life
insurance products resulting from higher current net investment income which
increased margins in the business during 2001.

Dividends to poticyholders were $571.3 million in 2001, an increase of $6.9
million, or 1.2%, from $564.4 million in 2000. The increase primarily resulted
from normal growth in dividends on traditional life insurance products where
average reserves have increased approximately 3.9% from the prior period.

No demutualization costs were incurred during the year ended December 31,
2001. Demutualization expenses were $10.6 million for 2000. These expenses
include printing and mailing fees, fees of the ‘reguiators' advisors and our finan-
cial, legal, actuarial and accounting advisors. This batance does not include
approximately $16.1 million of other demutualization related costs. Other demu-
tualization related cost are included in other operating costs and expenses.
While demutualization expenses were previously classified as an extraordinary
item in our financial results, recent accounting literature now requires
demutualization expenses to be classified as a single line item within income
from continuing operations.

Income taxes were $214.6 million in 2001, compared to $339.6 miilion for
2000. Our effective tax rate was 26.0% in 2001, as compared to 29.3% in
2000. The lower effective tax rate was primarily due to a decrease in the
deferred tax liability associated with the lease residual management strategy,
enacted tax rate reduction in Canada applicable to Maritime Life, lower state
taxes associated with conversions of Independence Investment Associates and
our non life subsidiary holding company to limited liability corporations, and
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increased affordable housing tax credits. Increased tax benefits associated with
dividends received deductions and employee stock ownership plan interest
exclusions also contributed to the overall effective tax rate decrease.

Results of Operations by Segment

We evaluate segment performance and base management's incentives o]h
segment aftertax operating income, which excludes the effect of net realized
investment and other gains and losses and unusual or non-recurring events an’

transactions. in addition, we believe most investors and analysts that follow oj:'
industry also measure resuits on the same basis. Segment aftertax operatirf
income is a non-GAAP measure which is determined by adjusting GAAP net
income for net realized investment and other gains and losses, and cenaitw
other items which we believe are not indicative of overall operating trends.
While these items may be significant components in understanding and assess-
ing our consolidated financial performance, we believe that the presentation af
segment after-tax operating income enhances the understanding of our results
of operations by highlighting net income attributable to the normal, recurring
operations of the business. However, segment aftertax operating income is nat
a substitute for net income determined in accordance with GAAP,

A discussion of the adjustments to GAAP reported income, many of which affedt
each operating segment, follows. A reconciliation of segment after-tax operating
income, as adjusted, to GAAP reported net income precedes each segment
discussion.

For the Years Ended December 31, 2002 2001 2004D

(in millions)
Segment Data: @
Segment aftertax operating lncome:

Protection Segment $3076 $298.7
Asset Gathering Segment 130.7 148.3 128.8
Total Retail Segments 438.3 447.0 3774
Guaranteed and Structured

Financial Products Segment 285.4 2442 2121
Investment Management Segment 21.2 29.8 46.8
Total Institutional Segments 306.8 274.0 258.9
Corporate and Other Segment 81.3 84.7 102.5
Total segment after-tax i

operating income 826.2 805.7 738.$
Aftertax adjustments: ' T
Net realized investment and

other gains (losses)}, net @ (296.7) (180.7) 57.2
Class action lawsuit (19.5) (19.5) -
Restructuring charges {10.5) (27.4) {12.4
Group pension dividend transfer - - 5.7
Demutualization expenses - - 7.
Other demutualization related costs - - (10.0
Surplus tax - 13.4 46.0
Total after-tax adjustments (326.7) (194.2) 79.9
GAAP Reported:
Income before cumulative effect

of accounting changes 499.5 611.5 818.7
Cumulative effect of accounting

changes, net of tax - 7.2 -
Net income $499.5 $618.7 $818.7

(1) See “Adjustments to GAAP Reported Net Income” included in this Management’s Discussion and Analysis.
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{
Adjustments to GAAP Reported Mot Income

Qur GAAP reported net income was significantly affected by net realized invest-
r{flent and other gains and losses and unusual or non-recurring events and
transactions presented above as aftertax adjustments. A description of these
adjustments follows.

f

In all periods, net realized investment and other gains (losses), except for gains
and losses from mortgage securitizations have been excluded from segment after
tax operating income because such data are often excluded by analysts and
investors when evaluating the overall financial performance of insurers. Net real-
ized investment and other gains and losses from mortgage securitizations were not
excluded from segment aftertax operating income because we view the related
gains and losses as an integral part of the core business of those operations.

Net realized investment and other gains have been reduced by: (1) amortization
of deferred policy acquisition costs to the extent that such amortization results
from net realized investment and other gains (losses), (2) the portion of net
realized investment and other gains (losses) credited to certain participating
contractholder accounts and (3) the portion of net realized investment and other
gains (losses) credited to the poticyholder dividend obligation. We believe pre-
senting net realized investment and other gains (losses) in this format provides
information useful in evaluating our operating performance. This presentation
may not be comparable to presentations made by other insurers. Summarized
below is a reconciliation of (a) net realized investment and other gains (losses)
per the consolidated financial statements and (b) the adjustment made for net
realized investment and other gains (losses) to calculate segment aftertax
operating income for the years ended December 31, 2002, 2001 and 2000.

For tho Ycars Ended Decomber 31, 2002 2001 2000

(in miltions)

Net realized investment and other gains

(losses) $(524.5) ${250.2) $100.4

Add amortization of deferred policy acquisition
| costs related to net realized investment and
1 other gains (losses) 34.6 26.4 9.3

T
Add amounts credited to participating pension
contractholder accounts 23.3

(42.3) (6.9)

f\dd amounts credited to the closed block

policyholder dividend obligation 11.9 17.0 (14.1)

et realized investment and other gains
(losses), net of related amortization of
deferred policy acquisition costs, amounts
credited to participating pension

| contractholders and amounts credited to the
" closed block policyholder dividend obligation
per consolidated financial statements

(454.7)  (249.4) 88.7

Add net realized investment and other gains
(losses) attributable to mortgage
' securitizations (0.9) (3.2) (3.2)

Net realized investment and other gains
(losses), net ~ pre-tax adjustment to

; calculate segment operating income (455.8) (252.3) 85.5

158.9 91.6 (28.3)

Less income tax effect

Net realized investment and other gains
" {losses), net - After-tax adjustment to
calculate segment operating income

$(296.7) $(160.7) $ 57.2
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During 2002, the Company incurred a $19.5 million after-tax charge related to
the settlement of the Modal Premium class action lawsuit. The settlement
agreement involves policyholders who paid premiums on a monthly, quarterly, or
semi-annual basis rather than annually. The settlement costs are intended to
provide for relief to class members and for fegal and administrative costs asso-
ciated with the settlement. In entering into the settlement, the Company specifi-
cally denied any wrongdoing. Although some uncertainty remains as to the
entire cost of claims, it is expected that the final cost of the settlement will not
differ materially from the amounts presently provided by the Company.

During 1997, the Company entered into a court-approved settlement relating to
a class action lawsuit involving certain individual life insurance policies sold
from 1979 through 1996. In entering into the settlement, the Company specifi-
cally denied any wrongdoing. The total reserve held in connection with the v
settlement to provide for relief to class members and for legal and admin-
istrative costs associated with the settlement amounted to $11.9 million and
$52.7 miltion at December 31, 2002 and 2001, respectively. Costs incurred
related to the settlement were $19.5 mitlion, aftertax, in 2001. No such costs
were incurred in 2002, or 2000. The estimated reserve is based on a number
of factors, including the estimated cost per claim and the estimated costs to
administer the claims.

During 2002, 2001 and 2000, we incurred restructuring charges as part of a plan
to reduce costs and increase future operating efficiency by consolidating portions
of our operations. The plan consists primarily of reducing staff in the home office.

During 2001 and 2000, we recorded amounts related to the transfer of certain
assets from the Guaranteed and Structured Financial Products Segment to the
corporate account. These assets included investments in certain subsidiaries and
the home office real estate complex (collectively, corporate purpose assets). Cer-
tain group contracts have participating features, under which crediting rates and
dividends are affected directly by portfolio earnings. Certain participating con-
tractholders participate in contract experience related to net investment income
and net realized investment and other gains (losses) in the general account. These
participating contractholders were compensated for transferred assets based on
the fair value of the assets transferred. The difference between the fair value and
carrying value of the assets transferred were credited to affected participating
contractholders through the crediting rates and dividends on their contracts.

In December 2000, the American Institute of Certified Public Accountants
(AICPA) issued SOP 00-3, “Accounting by [nsurance Enterprises for Demutualiza-
tions and Formations of Mutual insurance Hoiding Companies and Certain Long-
Duration Participating Contracts.” The SOP, which was adopted with respect 1o
accounting for demutualization expenses by the Company on December 31,
2000, requires that demutualization related expenses be classified as a single
line item within income from continuing operations and should not be classified
as an extraordinary item. The adoption of SOP 0C-3 resuited in the
reclassification of demutualization expenses previously recorded as an extra-
ordinaty item in 1999 of $93.6 million aftertax. In addition, the Company
recognized $7.0 million, aftertax, of demutualization expenses for the year
ended December 31, 2000. The Company considers demutualization expenses
to be an édjustment to GAAP recorded net income,

During 2000, we incurred other demutualization related costs to improve our
financial analysis and financial reporting abilities. These charges primarily
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included consulting fees and planning and expense management costs. The
Company considers these other demutualization refated costs to be an adjust-
ment to GAAP recorded net income.

We had been subject to the surplus tax imposed on mutual life insurance
companies which disaliows a portion of mutual life insurance company’s policy-
holder dividends as a deduction from taxable income. As a stock company, we
are no longer subject to surplus tax and have excluded the surplus tax from
segment after-tax operating income in all periods.

Ameortization of Goodwill

Management’'s Discussion and Analysis of {
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|
I
(
|
i
I
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Segment Allccations !
We allocate surpius to the segments in amounts sufficient to support the ass%>
ciated liabilities of each segment and to maintain capital levels consistent wifh
the overall business segment and corporate strategies. Allocations of net
investment income are based on the assets owned by each segment. Other
costs and operating expenses are allocated to each segment based on a review
of the nature of such costs, cost allocation utilizing time studies, and other
allocation methodologies.

Protection Segment. The following table presents certain summary financial
data relating to the Protection Segment for the periods indicated.

See Note 1-Summary of Significant Accounting Policies and Note .16 -
Goodwill and Other Intangible Assets to the consolidated financial statements.

_;

The excess of cost over the fair value of the net assets of businesses acquired For the Years Ended Decembor 31, 2002 2001 2000
. was $254.6 million and $280.0 million at December 31, 2002 and 2001, (in millions)
respectively. Prior to 2002, goodwill was amortized, (with the exception of Roya! Operating Results:
& Sun Alliance Financial which was acquired on October 1, 2001), pursuant to Revenues
Statement of Financial Accounting Standards (SFAS) No. 142 “Goodwill and Premiums $1,826.0 $1,688.1 $1,549.2
i i ” (SFAS , ti i fods - - -
Other Intangible Assets” (SFAS 142), on a systematic basis over periods not Universal life and investmenttype
exceeding 40 years, which periods corresponded with the benefits estimated to product fees 441.8 423.9 388.3
be derived from the acquisitions. Accumulated amortization and other changes Net investment income 1,326.6 1,264.7 1,203.6
was $79.5 million and $81.4 million at December 31, 2002 and 2001, Other revenue 0.7 8.4 71
ively. i i i bi orei
respectively. The differences between the years Is attributable to foreign Total revenues 3.505.1 33851 3.148.2
exchange fluctions effecting goodwill associated with Maritime Life. Amortization
) » Benefits and expenses
expense inciuded in other aperating costs and expenses was $16.4 miflion, and
o ’ L . Benefits to policyholders 3) $2,076.8 $1,882.2 $1,752.7
$19.9 million in 2001 and 2000, respectively. No amortization of goodwill 3 376 233
. ] ts and e 44.4 . .
occurred in 2002 pursuant to current accounting guidance. The Company eval- Other-operatmg costs an .xpenses 2
uates goodwill for impairment using valuations of reporting units and book value Amonlz.aF(gn of deferred po.l oy
acquisition costs, excluding amounts
multiples and by reference to similar multiples of publicly traded peers annualily, related to net realized investment
and also whenever significant events or changes indicate an impairment may and other gains (losses) & 185.7 182.2 113.8
exist. If the fair value analysis does not support the goodwili recorded, an Dividends to policyholders 511.5 499.9 475.6
impairment wouid be recognized resulting in a charge to current operations to Total benefits and expenses 3,118.4 2,921.9 2,775.3
reduce the carrying value of the goodwill to its fair value based on the valuation Segment pre-tax operating income @ ® 476.7 483.2 3729
of the related reporting units. Income taxes 3 169.1 164.5 124.3
Segment after-tax operating income ()3 307.6 298.7 248.
The following table shows the amount of goodwill amortization by applicable eel i g 6
Aftertax adjustments: (U ]
segment:
Net realized investment and other |
(losses) gains, net & (41.0) (62.2) (18.8)
For tho Years Ended Decambar 31, 2002 2001 2000 ~r
Class action lawsuit (18.7) — — |
(in millions) -
Restructuring charges (5.7) (4.4) (6.7)
Amortization of Qoodwill: —
s Demutualization expenses - - 1.6
Protection Segment —_ 4.0 3.8
g ¥ Other demutualization related costs - — (G.Eé)
Asset Gathering Segment — 6.8 .8
ssetG ng Seg & Surplus tax — 9.6 20,$
Total il — Q. .
otal Retail Segments 108 106 Jol attertax adjustments @ 65.4)  (57.0) 9.9)
Guaranteed and Structured Financial Products
Segment _ . _ GAAP Reported:
Income before cumulative effect of
investment Management Segment __= 0.5 1.1 accounting changes @ 242.2 241.7 238.7
Total Institutiona Segments - 05 11 Cumulative effect of accounting changes, :
Corporate and Other Segment — 5.1 8.2 net of tax — 11.7 -
Total goodwill amortization expense — $16.4 $19.9 Net income $ 2422 $ 2534 $ 2387
Amortization of goodwill, net of tax — 2.7 2.1L
Goodwill was not amortized for acquisitions completed subsequent to June 30, Net income before amortization of i
2001, pursuant to the adoption of SFAS No. 141, “Business Combinations.” goodwill © $ 2422 $ 2561 $ 240.8
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For the Years Ended Dscember 31, 2002 2001 2000

(in millions)
Other Data:
$egment after-tax operating income (loss)

Non-raditional life (variable life and

universal life) $ 1205 $124.0 $ 97.0
Traditional life @ 110.7 107.8 97.1
Long-term care 80.7 73.0 56.4
Other (4.3) (3.1) (1.9)

Statitory premiums @
Variable life 926.8 948.5 922.0
Universal life 1,130.9 456.1 173.5

Traditional life 1,035.8 997.3 965.5

Long-term care 771.3 661.5 545.1

1) See "Adjustments to GAAP Reported Net Income” included in this Management's Discussion and Analysis.

2) Statutory data have been derived from the annual statements of John Hancock Life Insurance Company
{formerly John Hancock Mutual Life Insurance Company), John Hancock Variable Life Insurance Company,
Investors Pariner Life Insurance Company (formerly John Hancock Life dnsurance Company of America), and
John Mancock Reassurance Company Lid. as filed with insurance regulatory authorities and prepared in
accordance with statutory accounting practices. Universal life statutory premiums includes a $638.7 miflion
deposit related to the acquisition of Allmerica's fixed universat life insurance business.

{3) Certaln 2000 amounts were adjusted for the adoption of the provisions of SOP 00-3, “Accounting by Insurance
. Enterprises for Demutuatization and Formations of Mutual Insurance Holding Companies and Centain Long-

Duratlon Participating Contracts” as outlined in Note 1 to the consolidated financial statements.

- Year Ended December 31, 2002 Compared to Year Ended December 34, 2001.
Segment aftertax operating income increased 3.0%, or $8.9 milfion, from the
prior year. Traditional life insurance business aftertax operating income
'ncreased 2.6%, or $2.9 million, primarily due to increased premiums and lower

mortization of deferred acquisition costs offset by increased benefits to policy-

olders and lower net investment income. Longterm care insurance segment

fter-tax operating income increased 10.5%, or $7.7 million, resutting from
growth in the business and improved unit expenses. Non-traditional life
insurance segment aftertax operating income decreased 0.4%, or $0.5 miltion,
primarily due to higher amortization of deferred policy acquisition costs driven by
the Q3 2002 Unlocking of the deferred policy acquisition costs (DAC) asset and
higher benefits to policyholders, partially offset by increased universal life and
product-type fee income and lower operating costs and expenses. Increased net
investment income more than offset increased interest credited, resulting in
higher universal life spread on the growing block of business.

Revenues increased 6.2%, or $210.0 million. Premiums increased 8.2%, or
$137.9 million, primarily due to longterm care insurance premiums, which
increased 16.1%, or $109.0 million, driven by continued growth in the business.
in addition, traditional life insurance premiums increased 2.9%, or $29.0 mil-
lion, primarily due to the return of renewal premiums in the prior year of $34.4
million as part of the resolution of the class action lawsult, offset by a corre-
sponding change in the benefit reserves. Universal life and investmenttype
product fees increased 4.2%, or $17.9 miilion due primarily to increased
expense charges-of $11.8 million. Segment net investment income increased
4.9%, or $61.9 miliion, primarily due to a 10.8% increase in average account
balances, partially offset by a 41 basis point decrease in yields.

Benefits and expenses increased 6.7%, or $196.5 million. Benefits to policy-
holders increased 10.3%, or $194.6 million, primarily due to growth in the long-

term care insurance business and nontraditional life insurance business in
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force. Longterm care insurance benefits and expenses increased 19.1%, or
$137.2 million, primarily due to additions to reserves for premium growth and
higher claim volume driven by business growth. Long-term care insurance busi-
ness average policies have increased to 604.2 thousand from 538.7 thousand
in the prior year and open claims increased to 5,449 from 4,483 in the prior
year. The non-traditional life insurance business had an increase in benefits to
policyholders of 21.4%, or $51.7 million, primarily due to a $33.5 miilion
increase in interest credited on higher current year account balances, and also
driven by a $15.3 million increase in death claims, net of reserves released.
Other operating costs and expenses decreased 3.7%, or $13.2 million primarily
due to a decrease of $8.3 million in operating expenses primarily due to
expense reductions. Amortization of deferred policy acquisition costs increased
1.9%, or $3.5 million, primarily due to the non-traditional life insurance busi-
ness driven by the $27.9 million Q3 2002 Unlocking of DAC asset {See Note 1
- Summary of Significant Accounting Policies in the notes to the unaudited
financial statements and the Critical Accounting Policies in this MD&A). This
was offset by a decrease in amortization of deferred policy acquisition costs in
the traditional life insurance business of $19.7 million, due to improved persis-
tency of term insurance, and lower margins. Dividends to policyholders
increased 2.3%, or $11.6 million, due to a higher dividend scale and aging of
the in-force business on traditional life insurance products. The Segment's
effective tax rate on operating income was 35.5% for both 2002 and 2001.

Year Ended December 31, 2004 Compared to Year Ended December 31, 2000,
Segment aftertax operating income was $298.7 million in 2001, an increase of
$50.1 million, or 20.1%, from $248.6 million in 2000. Nentraditional life
insurance segment aftertax operating income increased $24.0 million, or
24.7%, primarily due to higher fee income and an increase in net investment
income offset by increased amortization of deferred policy acquisition costs.
Traditional life insurance segment aftertax operating income increased $10.7
million, or 11.0%, primarily resulting from lower operating expenses offset by
increased benefits to policyhoiders. Long-term care insurance segment after-tax

operating income increased $16.6 miflion, or 29.4%, resulting from fower

expenses, higher investment income and positive morbidity gains.

Total revenues were $3,385.1 million in 2001, an increase of $236.9 million,
or 7.5%, from $3,148.2 million in 2000. Premiums increased $138.9 miilion, or
9.0%, primafily due to an increase in long-term care insurance premiums, which
increased $116.1 million, or 20.6%, driven by continued growth in the business,
Universal life and investmenttype product fees consist primarily of cost of
insurance fees and separate account fees and were $423.9 million in 2001, an
increase of $35.6 million, or 9.2%, from $388.3 million in 2000. The increase
was primarily due to growth in average account values and variable fife product
fee increases. Net investment income increased $61.1 million, or 5.1%, primar-
ily due to increased asset balances.

Total benefits and expenses were $2,821.9 million in 2001, an increase of
$146.6 million, or 5.3%, from $2,775.3 million in 2000. Benefits to policy-
holders increased $129.5 million, or 7.4%, due to growth in the long-term care
insurance business. Longterm care insurance benefits increased $126.3 mil-
lion primarily due to additions to reserves for premium growth and to higher
claim volume from the expansion of the business. Other operating costs and
expenses decreased $75.6 million, or 17.5%, to $357.6 million in 2001 from
$433.2 million in 2000, primarily due 1o a decrease of $72.0 million in operat-
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ing expenses on traditional life insurance products mainly attributable to
ongoing operating cost reduction programs. Amortization of deferred policy
acquisition costs of $182.2 million in 2001 increased $68.4 million, or
60.1%, from $113.8 million in 2000 primarily due to higher gross profits on
non-traditional life products. Dividends to policyhoiders increased $24.3 mil-
lion, or 5.1%, due to a higher dividend scale and aging of the in-force business
on traditional life insurance products. The segment’'s effective tax rate on
operating income increased to 35.5% in 2001 from 33.4% in 2000, primarily
due to a tax charge in 2001 associated with the closed block policyholder
dividend obligation.

Amortization of goodwill in 2001 and 2000 relates to the acquisition of the
individual long-term care insurance business from Fortis during 2000.

Asset Gatherlng Segment. The following table presents certain summary finan-
cial data relating to the Asset Gathering Segment for the periods indicated.

For the Yeers Ended Dacember 31, 2002 2001 2000
(in millions)
Operating Resuits:
Revenues
Premiums $ 292 $ 748 $ 634
Investment-type product fees 118.6 125.6 138.3
Net investment income 575.7 438.5 445.8
Investment management revenues,
commissions, and other fees $ 4002 $ 4564 $ 5471
Other revenue (expense) 1.1 (0.3) 1.3
Total revenues 1,124.8 1,155.0 1,195.9
Benefits and expenses
Benefits to policyholders 448.7 441.6 371.3
Other operating costs and expenses 343.6 424.4 552.9
Amortization of deferred policy
acquisition costs, excluding amounts
retated to net realized investment
and other gains (losses) 140.5 75.0 78.8
Dividends to policyholders 0.1 0.1 0.1
Total benefits and expenses 930.9 9411 1,003.1
Segment pre-tax operating income @ 193.9 213.9 192.8
Income taxes 63.2 65.6 64.0
Segment after-tax operating income (@ 130.7 148.3 128.8
After-tax adjustments (1:
Net realized investment and other
(losses) gains, net (25.7) (34.7) 18.6
Restructuring charges {6.1) (17.8) {1.4)
Demutualization expenses - - 0.4
Other demutualization related costs - - (1.3)
Surplus tax - ) 0.2 0.6
Total after-tax adjustments (31.8) (52.1) 16.9

Management’s Discussion and Analysis of
Financial Condition and Results of Operations

For the Years Ended Decembar 31,

(in millions)
GAAP Reported: )
Income before cumulative effect of

accounting changes 98.9 96.2
Cumutative effect of accounting (
changes, net of tax - (0.5 -
Net income $ 989 $ 957 $ 145,
Amortization of goodwill, net of tax - 4.5 4.5
Net income before amortization of
goodwill $ 989 ¢ 1002 § 1502
Other Data:
Segment after-tax operating income
Annuity $ 734 % 903 % 87.5
Mutual funds 52.1 55.5 48.3
Other 5.2 2.5 (5.0
Annuity premiums and deposits &
Fixed 2,668.0 1,483.5 854,
Variable 3} 746.1 639.6 1.120@
Mutual fund assets under i
management, end of year 25,810.3 29,285.8 31,725.8

(1) See “Adjustments to GAAP Reported Net Income” included in this Management's Discussion and Analysis.

(2) Statutory data have been derlved from the annual statements of Jahn Hancock Ufe Insurance Campany and
Jobin Hancock Variable Life Insurance Company, as filed with insurance regulatory authorities and prepared in
gecordance with statutory accounting practices.

|

(3) Variable annuity deposits exclude internal exchanges as part of the safe harbor Internal exchange program of

$92.0 million, $1,810.5 million and $25.0 mitlion, respectively, for the years ending December 31, 2002,
2001 and 2000.

Year Ended December 34, 2002 Compared to Year Ended December 31, 2004.
Segment aftertax operating income decreased 11.9%, or $17.6 million from thel
prior year. The decrease in segment after-tax operating income was driven by a
$31.1 million decrease in the variable annuity business. The variable annuit
business suffered due to significant declines in the equity markets leading to
increased amortization of deferred policy acquisition costs driven by the Q3
Unlocking (See Note 1 — Summary of Significant Accounting Policies in the
notes io the consolidated financial statements and Critical Accounting Policies
in this MD&A). Partially offsetting the losses in the variable annuity business!
was growth of 20.7%, or $14.3 million, in after-tax operating income in the fixed
annuity business driven by higher net investment income, partially offset by
higher interest credited on account balance growth. Mutual fund segment after-
tax operating income was $52.1 million, declining 6.1% or $3.4 million primarily
due to a 15.2%, or $55.1 million decrease in management advisory fees, parti-
ally offset by an 18.0%, or $50.2 million decrease in operating expenses. After
tax operating income for Essex, a distribution subsidiary primarily serving the
financial institution channel, decreased $2.3 million from $2.6 million, during
the same period in 2001. First Signature Bank aftertax operating income
decreased $0.6 million. Signature Services after-tax operating income increased
$1.7 million, driven by an increase in management advisory fees from the same
period in 2001 and continued expense management. Signator Investors after-
tax operating income increased $3.8 million,
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Revenues decreased 2.6%, or $30.2 million, from the prior year. The decrease
in revenue was due to a $56.2 million decline in investment management rev-
enues driven by the mutual fund business, a $45.5 million decline in premiums
in the fixed annuity business on lower life-contingent fixed annuity sales and a
$6.9 million decrease in investment-type product fees, primarily in the variable
annuity business on lower average fund values. These declines in revenue were
partially offset by an increase of 15.5%, or $77.2 million in net investment
income. The increase in net investment income was primarily due to increases
in invested assets backing fixed annuity products, partially offset by lower
eamed yields in the portfolio. Average invested assets backing fixed annuity
products increased 29.1% to $7,719.2 million while the average investment
yield decreased 77 basis points. Investment-type product fees decreased 5.5%,
or $6.9 million, mostly due to a decline in the average variable annuity fund
values of 13.9%, or $940.2 million, to $5,812.8 million from the prior year.
Both market depreciation of $778.4 million and net outflows of $242.2 drove
this decrease in average variable annuity fund values for the current year. For
variable annuities the mortality and expense fees as a percentage of average
account balances were 1.29% and 1.22% for the current and prior year periods.

Investment management revenues, commissions, and other fees decreased
12.3%, or $56.2 million from the prior year. Average mutual fund assets under
management were $26,803.3, a decrease of $2,757.9 million, or 9.3% from
the prior year. The decrease in average mutual fund assets under management
is primarily due to market depreciation of $3,548.0 million since December 31,
2001. The mutual fund business experienced net deposits of $379.1 million
during 2002, compared to net deposits of $554.5 million in the prior year, a
decline of $175.4 million. This change was primarily due to a decrease in
deposits of $628.3 miltion driven by a decrease in retail open-end funds sales
and institutional advisory account deposits in the current year compared to the
prior year. The decrease was partially offset by $1,391.1 million in sales of the
John Hancock Preferred Income series of closed-end funds, the acquisition of
the U.S. Global Leaders Growth Fund, which had $238.5 million in sales and a
$62.7 million increase in private managed account sales. In addition, the sale
of the full service retirement plan business during 2001 contributed to the
decrease in deposits in the current period. Investment advisory fees decreased
14.3%, or $25.4 million, to $152.3 million, from the prior period and were
0.57% and 0.60% of average mutual fund assets under management for the
years ended December 31, 2002 and 2001. Underwriting and distribution fees
decreased 12.0%, or $27.8 million, to $204.7 million compared to the prior
period, primarily due to a decrease in front end load mutual fund sales, result-
ing in a decrease of $23.3 million in fees and accordingly, commission revenue.
The decrease also included a $4.5 million decrease in distribution and other
fees. Shareholder service and other fees were $66.3 million compared to $46.4
million in the prior year.

Benefits and expenses decreased 1.1%, or $10.2 million from the prior year.
Driving the decrease was a decline in other operating costs and expenses of
19.0%, or $80.8 million, from the prior year, primarily due to cost savings in the
mutual fund business as well as company wide cost reduction programs, which
drove the decline in expenses in the other Asset Gathering Segment busi-
nesses. Benefits to policyholders increased 1.2%, or $5.1 million, primarily due
to a $50.4 million increase in interest credited on fixed annuity account balan-
ces due to higher average account balances and $5.2 million in higher guaran-
teed minimum death benefit claims, partially offset by $49.6 million lower
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reserve provisions for life-contingent immediate fixed annuity fund values on
lower sales of these contract types. Amortization of deferred policy acquisition
costs increased 87.3%, or $65.5 million, primarily due to the variable annuity
business driven by the $36.1 million Q3 Unlocking of the DAC asset mentioned
previously. The Segment's effective tax rate on operating income was 32.6%
compared to 30.6% for the prior year. The increase in the rate is due to lower
dividends received deductions in the current period associated with lower divi-
dends received on stocks in the variable annuity separate account investment
funds.

Year Ended December 31, 2001 Compared to Year Ended December 31, 2000.
Segment after-tax operating income was $148.3 million in 2001, an increase of
$19.5 million, or 15.1%, from $128.8 million in 2000. Mutual fund segment
after-tax operating income increased $9.2 million, or 19.9%, primarily due 1o a
decrease in operating expenses, partially offset by a decrease in management
advisory fees. Segment aftertax operating income increased $7.5 million in
other Asset Gathering businesses, driven by John Hancock Signature Services.
Annuity segment after-tax operating income increased $2.8 million, or 3.2%,
primarily due to decreased operating expense related to distribution in variable
annuities. The fixed annuity business remained stable despite decreasing
investment spread, due to growth in invested assets. Spreads on fixed
annuities decreased 42 basis points for the year ended December 31, 2001.

Total revenues decreased $40.2 million, or 3.4%, to $1,155.0 million in 2001
from $1,195.9 million in 2000, primarily driven by lower investment manage-
ment revenues. The decrease in investment management revenues was partially
offset by growth in net investment income of’ $52.7 million, or 11.8%, and
premiums of $11.4 million, or 18.0%. Net investment income increased primar-
ily due to a higher level of invested assets backing fixed annuity products. The
average investment yield on invested assets backing fixed annuity products
decreased 23 basis points in 2001, reflecting fower market interest rates on
new fixed income investments. Premiums increased due to continued growth in
the single premium immediate annuity business. Investment-type product fees
decreased $12.7 million, or 9.2%, due to a decrease in average variable fund
values, which decreased 9.1% from 2000. Mortality and expense fees as a
percentage of average account balances decreased 16 basis points in 2001,
while the advisory fees increased 12 basis points.

Investment management revenues, commissions, and other fees decreased
$90.7 million, or 16.6%, to $456.4 million in 2001 from $547.1 million in
2000. Average mutual fund assets under management decreased $3,044.0
million, or 9.3%, to $29,561.2 million in 2001 from $32,605.2 million in 2000,
primarily due to market depreciation of $2,633.0 mitlion in 2001. During 2001,
redemptions decreased $842.1 million compared to the prior year. The result
was net deposits of $554.5 million for the year ended December 31, 2001
compared to net redemptions of $45.5 million for the year ended December 31,
2000, an improvement of $600.0 miilion. Redemptions improved despite
$538.0 million in redemptions for the year ended December 31, 20041, related
to the sale of the full service retirement plan business. Absent the impact on
assets under management of the sale of the full service retirement plan busi-
ness, the mutual fund business experienced net deposits of $1,092.5 million
for the same period. The improvement in net deposits is primarily due to the
marketing of both retail investment management services and increased sales
of institutional separate accounts and private managed accounts. Investment
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advisory fees decreased $16.3 million, or 8.4%, to $177.6 million in 2001 and
were 0.60% and 0.59% of average mutual fund assets under management for
the years ended December 31, 2001 and 2000, respectively. Underwriting and
distribution fees decreased $72.1 million, or 23.7%, to $232.5 million in 2001
primarily due to the decrease in front-end load mutual fund sales and, accord-
ingly, commission revenue. Shareholder service and others fees were $46.4 mil-
lion in 2001 compared to $48.6 million in 2000, primarily reflecting lower
assets under management.

Total benefits and expenses decreased $62.0 million, or 6.2%, to $941.1 mil-
lion in 2001 from $1,003.1 million in 2000. Benefits to policyholders increased
$70.3 million, or 18.9%, primarily due to an increase in interest credited on
fixed annuity account balances of $50.2 million. In addition, benefits to policy-
holders increased due to growth in immediate annuities. Premiums on immedi-
ate annuities increased $11.3 million, or 19.1%, for the year ended December
31, 2001. Interest credited on fixed annuity account balances increased primas-
ity due to higher average fixed annuity account balances in 2001. In addition to
the increase in average fixed annuity account balances, the average interest
credited rate on fixed annuity account balances increased 19 basis points in
2001. The average interest credited rate pattern is dependent upon the general
trend of market interest rates, frequency of credited rate resets, bonus interest
on new sales and business mix. Other operating costs and expenses decreased
$128.5 million, or 23.2%, to $424.4 million in 2001 from $552.9 million in
2000. The decrease was primarily due to a decrease in operating expenses.
Cost savings in the mutual fund business were driven by company wide cost
reduction programs and the sale of the full service retirement plan business.
The commission expenses incurred in the mutual funds business decreased
primarily due to lower front-end load charge mutual fund sales and lower
deferred sales charges due to lower redemptions. Amortization of deferred
policy acquisition costs decreased $3.8 million, or 4.8%, to $75.0 million in
2001 from $78.8 million in 2000, largely due to favorable lapse and separate
account experience in the variable annuity product line. The segment’s effective
tax rate on operating income was 30.6% and 33.2% in 2001 and 2000,
respectively. The decrease in the effective tax rate is primarily due to increased
dividend received deductions in variabie annuity separate accounts and a one-
time tax charge in 2000 associated with the repatriation of the mutual fund
business’ United Kingdom subsidiary.

Amortization of goodwill did not change from the prior year. No new acquisitions
were entered into by the Asset Gathering Segment in 2001.

Guaramteed and Structured Flnanclal Products Segment. The following table
presents certain summary financial data relating to the Guaranteed and Struc-
tured Financia! Products Segment for the periods indicated.

For the Years Ended December 31, 2002 2001 2000

(in millions)

Operating Results:

Revenues
Premiums $ 2959 §$ 8999 § 7634
Investment-type product fees 56.0 57.3 67.3
Net investment income 1,715.1 1,835.6 1,743.2
Other revenue 0.9 0.3 0.4

Total revenues 2,067.9 2,793.1 2,5674.3

For the Years Ended December 31, 2002 2001 2000

(in millions)

Benefits and expenses:

Benefits to policyholders, exciuding
amounts related to net realized
investment and other gains (losses)
credited to participating pension

contractholders 1,527.7 2,328.7 2,134.4
Other operating costs and expenses 65.0 60.1 73.0
Amortization of deferred palicy '
acquisition costs 22 2.4 2.6
Dividends to policyholders 46.5 36.1 43.5
Total benefits and expenses 1,641.4 2,427.3 2,253.5
Segment pre-tax operating income () 426.5 365.8 320.8
Income taxes 141.1 121.6 108.7
Segment after-tax operating income @ 285.4 2442 2121
After-tax adjustments: @

Net realized investment and other gains

(losses), net (202.0) (76.9)
Restructuring charges (0.6) {1.2)

Group pension dividend transfer - -~ 5.7
Demutualization expenses - -~ 0.4
Other demutualization related costs - -~
Surplus tax - 2.6 6.5
Total after-tax adjustments (202.6) (75.5) (32.2)
GAAP Reported:
Income before cumulative effect of
accounting changes 82.8 168.7 179.9

Cumulative effect of accounting changes,
net of tax o= (1.2) -

Net income $ 828 $ 1675 $ 179.9
Amortization of goodwill, net of tax - - -
Net income before amortization of
goodwill $ 828 $ 1675 $ 179.9
Other Data:
Segment after-tax operating income
Spread-based products
GIC's and funding agreements $ 1907 $ 163.7 $ 1331
Single premium annuities 72.6 57.0 45.5
SignatureNotes (0.7) - -
Fee-based products 22.8 235 335
Premiums and deposits
Spread-based products
Fund—type products 4,067.7 4,718.8 4,457.3
Single premium annuities 292.7 893.6 741.6
SignatureNotes 290.2 - -
Fee-based products
Participating contracts and conversion
annuity contracts 529.3 468.9 467.0
Structured Separate Accounts 483.9 77.4 50.3
Other separate account contracts 53.9 139.3 242.6

{1} See “Adjustments to GAAP Reported Net Income” included in this Management's Discussion and Analysis.
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Year Ended December 31, 2002 Comparad to Year Ended December 34, 2001,
Segment aftertax operating income increased 16.9%, or $41.2 million from the
prior year. Spread-based products aftertax operating income increased 19.0%,

or $41.9 million from the prior year. The increase in the spread-based business
Y is primarily due to the increase in investment spreads of 17.2%, or $59.1 mil-
lion from the prior year. The increase in investment spreads was a result of a
higher average invested asset base, which increased 13.3%, or $2.7 billion
from the prior year, combined with an 8 basis point increase in the interest rate
margin, The increase in interest rate margin is a result of income earned on
limited partnership and mortgage investments in the current period. GICs and
funding agreements accounted for 66.8% of segment after-tax operating income
compared to 67.0% in the prior year. On a total company basis, GICs and fund-
} ing agreements accounted for 23.1% of after-tax operating income compared to
20.3% in the prior year. Fee-based products aftertax operating income
decreased $0.7 million from the prior year, primarily due to lower risk based
capital and fower separate account risk charges.

Revenues decreased 26.0%, or $725.2 million from the prior year, largely due
to a decrease in premiums of 67.1%, or $604.0 million, driven by a $743.4
million decrease in single premium annuities premiums from the prior year.
Premiums decreased on lower sales of single premium annuities, which fell
82.7%, or $750.7 miliion from the prior year. We continue to look for opportun-
istic sales in the single premium annuity market where our pricing standards are
met. Partially offsetting the decrease in premiums on single premium annuities
was an increase of 221.5%, or $138.0 million in premiums on structured
settlement products from the prior year. Net investment income decreased
6.6%, or $120.5 million from the prior year, despite growth of 13.3%, or $2.7
billion in the spread-based average invested assets, Net investment income
declined due to a lower average investment yield, which fell to 6.41% from the
prior year, reflecting the lower interest rate environment in the current period.
Net investment income varies with market interest rates because the teturn on
approximately $10 billion, or 43.5% of the asset portfolio, floats with market
rates. in addition, new sales generate cash flows, which are invested at the
current market interest rates, which have decreased from the prior year. Match-
ing the interest rate exposure on our asset portfolio to the exposure on our
liabilities is a central feature of our asset/liability management process.
Investment-type product fees decreased $1.3 million from the prior year due to
fower asset-based fees on separate accounts, which was partiaily offset by
higher fees on structured settiement contracts.

Benefits and expenses decreased 32.4%, or $785.2 from the prior year. The
decrease was primarily due to lower benefits to policyholders as a result of
lower sales of single premium annuities. Benefits to policyholders for spread-
based products decreased 36,5%, or $773.3 million from the prior year, due to
lower sales of single premium annuity contracts, combined with lower interest
credited on account balances. Interest credited decreased 12.8%, or $158.7
million from the prior year. The decrease in interest credited was due to a
_ decline in the average interest credited rate on account balances for spread-
based products, due to the reset of approximately $10 bilfion of liabilities with
floating rates and new business added at current market rates. The average
crediting rate fell to 4.93% from 6.35% in the prior year. Other operating costs
and expenses increased 8.2%, or $4.9 million from the prior year. This increase
was driven by higher product development costs, commissions on structured
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settlement sales, state taxes, licenses, and fees; and corporate communica-
tions costs. Dividends to policyholders increased 28.8%, or $10.4 million from
the prior year. The segment’s effective tax rate on operating income was 33.1%
compared to 33.3% in the prior year.

Year Ended December 34, 2004 Compared to Year Ended December 34, 2000.
Segment aftertax operating income was $244.2 million in 2001, an increase of
$32.1 miltion, or 15.1% from $212.4 million in 2000. Spread-based products’
segment aftertax operating income increased $42.1 million, or 23.6%, to
$220.7 mitlion primarily due to higher investment spreads as a resuit of growth
in the average invested assets backing spread-based products, partially offset
by a 15 basis point decline in the interest rate margin. Fee-based products’
segment after tax operating income decreased $10.0 million, or 29.9%, to
$23.5 million in 2001 from $33.5 million in 2000. The decrease was primarily
due to a decline in average resetves of $1,710.0 mitlion to $9,274.3 miftion in
2001 from $10,984.3 million in 2000, resuiting from the withdrawal of several
contracts from the Structured Separate Accounts and the transfer of non-
paricipating annuities from the fee-based business to the spread-based busi-
ness during 2000.

Total revenues increased $218.8 million, or 8.5%, to $2,793.1 million in 2001
from $2,574.3 million in 2000, largely driven by growth in premiums and net
investment income. Premiums increased $136.5 million, or 17.9% to $899.9
million in 2001 from $763.4 million in 2000, driven by higher single premium
annuity sales. Investmenttype product fees for fee-based products declined to
$47.7 miltion for 2001, a decrease of $13.6 miflion, or 22.2%, from $61.3 mil-
lion in 2000 due to lower expense charges on participating contracts.
investmenttype product fees were 0.51% and 0.56% of average fee-based
poficy reserves in 2001 and 2000, respectively. Net investment income
increased $92.4 million, or 5.3%, to $1,835.6 million in 2001 compared to
$1,743.2 million in 2000, mainly due to an increase of interest earned on
higher asset balances on spread-based products. Average invested assets back-
ing spread-hased products increased $3,848.3 million, or 22.8%, to $20,728.1
million in 2001 from $16,879.8 miflion in 2000 as a result of increased sales
of spread-based products. The average investment yield on these invested
assets decreased to 7.66% in 2001 compared o 8.64% in 2000, as a result of
declining interest rates.

Total benefits and expenses increased $173.8 miilion, or 7.7%, to $2,427.3
million in 2001 from $2,253.5 miition in 2000. The increase was primarity due
to increased sales of single premium annuity contracts. Benefits to policy-
holgers also increased due to interest credited on account balances for spread-
based products, which increased $77.9 million, or 6.7%, to $1,243.1 miltion in
2001, from $1,165.2 million in 2000. The change was driven by higher average
account balances for spread-based products of $3,382.1 million, or 20.9%, to
$19,567.3 million in 2004 from $16,185.2 million in 2000. Average account
balances increased, despite a decrease in the average interest credited rate on
account balances for spread-based products, which was 6.35% in 2001 com-
pared to 7.18% in 2000. In addition, the benefits to policyholders of $2,328.7
million increased $194.3 mitlion, or 9.1%, from $2,134.4 million in 2000 as
the result of increased single premium annuity sales. Other operating costs and
expenses were $60.1 million in 2004, a decrease of $12.9 million, or 17.7%,
from $73.0 million in 2000, primarily due to lower management fee expenses
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and fower systems expenses related to projects completed during 2000. Divi-
dends of $36.1 million in 2001 decreased $7.4 million, or 17.0%, from $43.5
mitlion in 2000, reflecting lower earnings on participating contractholders’
accounts. The segment's effective tax rate on operating income was 33.3% in
2001, as compared to 33.9% in 2000.

Investment flanagement Segment. The following table presents certain
summary financiat data relating to the investment Management Segment for the
periods indicated.

For the Years Endad Dacember 31, 2002 2004 2050
(in millions)
COperating Results:
Revenues
Net investment income $ 51 % 28.7 % 22.7
Net realized investment and other
gains {losses), net 0 1.2 3.2 3.2
Investment management revenues,
commissions, and other fees 108.2 1113 186.1
Other revenue 0.1 -~ _
Total revenues 124.6 143.2 212.0
Benefits and expenses
Other operating costs and expenses 90.9 96.4 132.7
Total benefits and expenses 90.9 96.4 132.7
Segment pre-tax operating income @ 33.7 46.8 79.3
income taxes 12.5 17.0 325
Segment aftertax operating income 21.2 29.8 46.8
After-tax adjustments: &
Net realized investment and other
gains (Josses) 0.4 (0.2) 4.4
Restructuring charges (0.8} (0.9} -
Surplus tax - 0.1 -
Total after-tax adjustments {0.4) (1.0) 4.4
GAAP Reported:
Income before cumulative effect of
accounting changes $ 208 © 288 $ 51.2
Cumulative effect of accounting
changes, net of tax - (0.2} -
Net income $ 208 $ 286 $ 51.2
Amortization of goodwill, net of tax - 0.5 0.8

Net income before amortization of
goodwill $

Cther Data:

208 3 291 % 52.0

Assets under management, end of

year ) $27,874.7 $28,921.8 $32,651.6

& See “Adjustments to GAAP Reported Net income” included in this Management's Discussion and Analysis,
@ Includes general account tash and invested assets of $383.1 million, $151.3 million, and $106.9 millicn as of
December 34, 2002, 2001 and 2000, respectively.

Year Ended December 31, 2002 Compared to Year Ended Dscember 32, 2001,
Segment after-tax operating income decreased $8.6 miltion, or 28.9%, from the
prior year. The decline was primarily due to a drop of $13.6 million, or 47.4%, in
net investment income, offset by a decrease of $5.5 million, or 5.7%, in bene-
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fits and expenses. The decrease in net investment income resulted primarily
from non-recurring prior year income on the sale of investments at lJohn
Hancock Energy Resources Management and from a lower level of commercial
mortgages held for sale this year at John Hancock Real Estate Finance. The
decrease in expenses was primarily due to lower interest expense at John
Hancock Real Estate Finance and operating expense savings at Hancock Natu-
rai Resources Group, offset by increased operating expenses at independence
Investments LLC due to higher compensation this year.

Revenues decreased $18.6 million, or 13.0%, from the prior year. Net invest
ment income declined $13.6 million, or 47.4%, to $15.1 million. Net invest-
ment income was down $6.6 million, or 95.7%, at John Hancock Energy
Resources Management due to prior year income recognized from investment
partnerships on the liguidation of underlying investments and down $5.4 mil-
lion, or 37.8%, at John Hancock Real Estate Finance due to a lower average
level of warehoused commercial mortgages. nvestment management revenues,
commissions, and other fees decreased $3.1 million, or 2.8% from the prior
year. Advisory fees at independence Investment LLC were down $8.8 miltion, or
13.6% based on declines in average assets under management which resulted
from market depreciation of $3.0 billion offset by $1.1 billion of net sales. John
Hancock Realty Advisors saw an increase of $3.5 miltion, or 61.4%, in higher
portfolio acquisition fees based on higher acquisition activity compared to the
prior year. Hancock Natural Resources Group saw an increase of $2.4 miflion,

or 11.4% over the prior year, primarily based on higher management fees
earned from higher assets under management. Mortgage origination and servic-
ing fees at John Hancock Real Estate Finance were $6.6 mitlion for both 2002
and 2001. Investment management revenues, commissions and other fees
were 0.39% and 0.38% of average advisory assets under management in 2002
and 2001, respectively, for the segment. Net realized gains were down $2.0
million, or 62.5% at John Hancock Real Estate Finance, primarily due to a lower
tevel of commercial mortgage securitizations.

Other operating costs and expenses declined $5.5 million, or 6.7% from the
pricr year. John Hancock Real Estate Finance had $5.7 million of lower interest
expense compared to 2001, based on lower average levels of borrowings to
support lower average levels of warehoused commercial mortgages, and lower
prevailing interest rates. Operating expenses were down $4.9 million at
Hancock Natural Resources Group based on ongoing cost reduction efforts
partially offset by higher incentive compensation expense this vyear.
Independence investment LLC operating expenses were up $5.2 million due to
compensation increases over the prior year. The segment’s effective tax rate on
operating income was 37.1% compared to 36.2% in the prior year. The under-
lying effective tax rate for the Investment Management Segment remains higher
than for our other business segments due to state taxes on certain investment
management subsidiaries, and fewer tax benefits from portfolio holdings in this
segment.

Year Ended December 31, 2001 Compared to Year Ended December 31, 2000,
Segment after-tax operating income was $29.8 million in 2001, a decrease of
$17.0 million, or 38.3%, from $46.8 miltion in 2000. The decrease was primar-
ily due to lower investment advisory fees, resuiting from the non-recurrence of
prior-year one-time events and from lower average assets under management in
2001, partially offset by lower operating expenses in 2001.
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Total revenues decreased $68.8 million, or 32.6%, to $143.2 million in 2001
from $212.0 million in 2000. Net investment income was $28.7 million in

2001, an increase of $6.0 million from $22.7 miflion in 2000. Investment
management revenues, commissions, and other fees decreased $74.8 million,
or 40.2% in 2001, due primarily to a decrease in investment advisory fees,
which decreased $75.9 million to $104.7 million compared to $180.6 million
reported in 2000. The decrease in investment advisory fees was primarily due
to $60.6 million of non-recurring prior year items; $45.3 million in incentive fees
received in connection with the restructuring of timber management contracts,
and $15.3 million in performance fees earned by the mezzanine fund manager.
Also, asset-based advisory fees decreased $17.2 million at Independence
Investment LLC on lower average assets under management resulting from net
redemptions and market declines during the year. Investment management

revenues, commissions and other fees were .38% and .50% of average advisory -

assets under management in 2001 and 2000, respectively, for the segment.
Mortgage origination and servicing fees were $6.6 million compared to $5.4
million in 2000. Net realized investment and other gains (losses) were flat at
$3.2 million for both 2001 and 2000.

Other operating costs and expenses were $96.4 million in 2001, a decrease of
$36.3 million, or 27.4%, from $132.7 million in 2000. The decrease was pri-
marily due to two non-recurring prior year amounts; $15,7 million in incentive
compensation payments related to the receipt of incentive fees on timber
management contracts and $9.1 million in performance fees paid for the man-
agement of the mezzanine fund. Operating expenses were down $14.7 million
at Independence Investment LLC, based on lower compensation levels and the
results of an overall expense management program..Operating expenses were
down $5.2 million at John Hancock Real Estate Finance, primarily from lower
borrowing costs due to lower lending activity and lower interest rates, and also
from savings from on-going expense management efforts, The segment’s effec-
tive tax rate on operating income was 36.2% and 41.0% in 2001 and 2000,
respectively. The decrease in the effective tax rate is primarily due to lower
‘state taxes associated with the conversion of Independence Investment Asso-
éciates to a limited liability corporation.

|
}Corporate and Other Segment. The following table presents certain summary
{financial data relating to the Corporate and Other Segment for the periods

%mdicated.

| For the Years Ended Decomber 31, 2002 2001 2000

{(in millions)

10peratlng Resuits:

[ Segment after-tax operating income @

" International operations $75.1 $51.8 $ 32.2
Corporate operations ) 2.5 23.7 62.7

’ Non-core businesses 3.7 . 9.2 7.6

102.5

{Total 81.3 847
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For the Years Ended December 31, 2002 2001 2000

(in millions)

Aftertax adjustments

Net realized investment and other gains

(losses), net (28.4) 13.3 93.5

Class action lawsuit (0.8) (19.5) -
Restructuring charges 2.7 (3.3) (1.3)
Demutualization expenses - - (9.4)
Other demutualization related costs - - 0.2)
Surplus tax -~ 0.9 18.1
Total aftertax adjustments (26.5) (8.6) 100.7
GAAP Reported:
Income before cumulative effect of accounting
changes $54.8 $76.1 $203.2
Cumuilative effect of accounting changes, net
of tax - (2.6) -
Net income $548 $735 $203.2
Amortization of goodwill, net of tax - 5.1 8.1

Net income before amortization of goodwiil $54.8 $786 $211.3

(1) See “Adjustments to GAAP Reported Net Income” included in this Management's Discussion and Analysis.

Year Ended December 31, 2002 Compared to Year Ended December 34, 2001.
After-tax operating income from international operations increased $23.3 miilion
or 45.0% from the prior year. The increase was primarily due to a $21.1 miliion
or 44.1% improvement in the earnings of Maritime Life. The effective tax rate on
operating income rose to 37.0% in 2002 compared to 28.3% in the prior year.
Maritime Life’s change in effective tax rates was related to changes in Canadian
tax laws that reduced rates in future years and thus reduced the future tax
liability in 2001. On a “same tax rate” basis, operating income would have
increased by about $28.6 million, rather than the year over year increase of
$21.1 million. The acquisition of Royal & Sun Alliance Life Insurance Company
of Canada, concluded late in 2001, contributed $3.1 million to 2002 results.
Refinements to estimated gross profits for Life products resulted in a DAC
unlocking and revisions to reserves that contributed $3.2 million more to after-
tax income than in 2001. A provision was also made for a $3.2 million loss
resuiting from a decision to delay repricing of a critical ilinesses product foliow-
ing a change in reinsurance terms. Favorable margin increases in investment
products in 2002 were $2.9 million. In addition, a review of the valuation of
deferrable acquisition costs on segregated funds products (separate accounts)
was completed, resulting in a $3.2 million aftertax reduction of DAC amor-
tization. Changes in the expected future claim levels for long term disability
products contributed $8.9 million, partially offset by recognition of $1.3 million
for uncollectible receivables. The impact of no longer amortizing goodwill of
$5.1 million, and completion of Aetna integration and Royal & Sun Alliance Life
Insurance Company of Canada, transition costs of $1.9 million were offset by
increased interest expense of $2.6 million on debt used in part to finance the
Royal & Sun Alliance Life Insurance Company of Canada, acquisition.
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After-tax operating income from corporate operations decreased $21.2 million,
or 89.5% from the prior year. The decrease was due to a decrease in net peri-
odic pension credits of $21.1 million, a decrease in other postemployment
benefit credits of $1.7 million, and increased interest expense of $16.1 million.
Partially offsetting these decreases was the impact of our corporate-owned life
insurance program. The corporate-owned life insurance program'’s results were
$20.8 million favorable due to an increase in the asset base and improved

performance of the underlying assets.

Aftertax operating income from: non-core businesses decreased $5.5 million, or
59.8% from the prior year. We continue with the orderly run-off of business in
this segment.

Year Ended December 31, 2001 Compared to Year Ended December 34, 2000.
Segment aftertax operating income from international operations was $51.8
million for 2001, an increase of $19.6 million from $32.2 million reported in
2000. The primary driver of the increase was Maritime Life with an increase in
aftertax operating income of $20.7 million. Favorable mortality, morbidity,
expense and asset margins improved earnings by $15.1 million. On October 1,
2001, Maritime Life purchased Royal & Sun Alliance Life Insurance Company of
Canada. Accordingly, Maritime Life's results include Royal & Sun Alliance Finan-
cial's fourth quarter results of $2.4 million. Maritime Life also benefited $12.5
million from a reduction in the Canadian statutory tax rate in 2001.

Segment after-tax operating income from corporate operations was $23.7 mil-
lion for 2001, a decrease of $39.0 million from $62.7 million reported in 2000,
The decrease was primarily due to nonrecurring investment income on the pro-
ceeds from the IPO in 2000, lower investment income on corporate surplus due
to greater surplus requirements in our other business lines and the negative
impact to net investment income associated with both the stock buyback pro-
gram and dividends paid to shareholders. Partially offsetting these negative
items was a significant improvement in the performance of our corporate owned
life insurance plans as we transferred the asset backing the plans out of equity
securities and into fixed maturities.

Segment after-tax operating income from non-core businesses was $9.2 million
in 2001, an increase of $1.6 million from $7.6 million in 2000,

General Account (nvestments

We manage our general account assets in investment segments that support
specific classes of product liabiiities. These investment segments permit us to
implement investment policies that both support the financial characteristics of
the underlying liabilities, and also provide returns on our invested capital. The
investment segments also enable us to gauge the performance and profitability
of our various businesses. ’

Asset/Liablilty Rlsk Management
Our primary investment objective is to maximize after-tax returns within accept-
able risk parameters. We are exposed to two primary types of investment risk:

- Interest rate risk, meaning changes in the market value of fixed maturity
securities as interest rates change over time, and

- Credit risk, meaning uncertainties associated with the continued ability of an
obligor to make timely payments of principal and interest

Management's Discussion and Analysis of

Financial Condition and Results of Operations

We use a variety of techniques to control interest rate risk in our portfolio of

assets and liabilities. In general, our risk management philosophy is to limit the
net impact of interest rate changes on our assets and liabilities. Assets aré
invested predominantly in fixed income securities, and the asset portfolio IS
matched with the liabilities so as to eliminate the Cbmpany’s exposure to
changes in the overall level of intérest rates. Each investment segment holds
bonds, mortgages, and other asset types that will satisfy the projected cash
needs of its underlying liabilities. Another important aspect of our asset-liability
management efforts is the use of interest rate derivatives. We selectively apply
derivative instruments, such as interest rate swaps and futures, to reduce the
interest rate risk inherent in combined portfolios of assets and liabilities. For a
more complete discussion of our interest rate risk management practices,
please see the Interest Rate Risk section in the Quantitative and Qualitative
Disclosures about Market Risk section of this document.

Management of credit risk is central to our business and we devote consid-
erable resources to the credit analysis underlying each investment acquisition,
Our corporate bond management group employs a staff of highly specialized,
experienced, and well-trained credit analysts. We rely on these analysts’ ability
to analyze complex private financing transactions and to acquire the invest
ments needed to profitably fund our liability requirements. In addition, when
investing in private fixed maturity securities, we rely upon broad access to
proprietary management information, negotiated protective covenants, call pro-

tection features and coliateral protection.

Our bond portfolio is reviewed on a continuous basis to assess the integrity of
current quality ratings. As circumstances warrant, specific investments are “re-
rated” with the adjusted quality ratings reflected in our investment system. All
bonds are evaluated regularly against the following criteria:

+ material declines in the issuer’'s revenues or margins;

- significant management or organizational changes;

+ significant uncertainty regarding the issuer’s industry; i

+ debt service coverage or cash flow ratios that fall below industry-specific i
thresholds; ‘

+ violation of financial covenants; and } ‘

+ other business factors that relate to the issuer.

Insurance product prices are impacted by investment results. Accordingly,%
incorporated into insurance product prices is assumptions of expected defauItE
losses over the long term. Actual losses may therefore vary above and below:
this average, and the market value of the portfolio as a whole also changes as
market credit spreads move up and down during an economic cycle.

John Hancock is able to hold to this investment strategy over the long term,Jv
both because of its strong capital position, the fixed nature of its liabilities andi
the matching of those liabilities with assets, and because of the experience‘
gained through many decades of a consistent investment philosophy. We gen-‘
erally intend to hold all of our fixed maturity investments to maturity to meet
liability payments, and to ride out any unrealized gains and losses over the long
term.

Overall Composition of the General Account. Invested assets, excluding sepa-
rate accounts, totaled $67.1 billion and $59.0 billion as of December 31, 2002
and December 31, 2001, respectively. Although the portfoiic composition has
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nbt signiﬂcéntly changed at December 31, 2002 as compared to December 31,
2001, invested assets have grown 13.8% over the year. Included in this amount
are $0.5 biltion of invested assets from the previously discussed acquisition of
the fixed universal life insurance business. Due to the timing of this transaction
np income was earned on these assets in 2002. The following table shows the
cpmposition of investments in the general account portfolio.
%of % of
Carmying Valus Totzl  Corrying Veluo Totel
Ap of Decombor 31, 2002 2001
(in millions)
Flixed maturity securities @ $47,598.4 70.8% $41,106.8 69.8%
Mortgage loans (2 11,805.7 17.8 10,993.2 18.6
Real estate 318.6 0.5 442.4 0.7
olicy loans @& 2,007.2 3.1 2,008.2 3.4
Baquity securities 968.6 1.4 1,190.9 2.0
(Other invested assets @) 2,937.8 4.4 1,786.1 3.0
Short-term investments 211.2 0.3 153.5 0.3
Cash and cash equivalents © 1,190.6 1.8 1,313.7 2.2
Total invested assets $67,128.1 100.0% $58,994.8 100.0%

(1) in addition to bonds, the fixed maturity security portfolio contains redeemable preferred stock with a carrying
value of $593,3 million and $695.0 millien as of Di 31, 2002 and D 31, 2001, respectively.
| The totel fair value of the fixed maturity security portfolio was $47,648.0 million and $41,090.9 million, at
December 31, 2002 and December 31, 2001, respectivety.

{2) The fair value for the morigage loan portiolio was $12,726.1 million and $11,574.4 million: as of Decernber 31,
, 2002 and December 31, 2001, respectively,

(3) Policy loans are secured by the cash value of the underlying life insurance policles and do not mature in a
conventional sense, but expire in conjunction with the related pollcy llabliitles. Policy loan amounts include
$75.6 million from the acqulsition of Alimerica Financlal Corporation’s fixed universal fife insurance business.

s

Other invested assets as of December 31, 2002 contains a receivable of $471.1 million from Allmerica
financial Corporation (Alimerica) pursuant to the Company's agreement to reinsure Alimerica's fixed universal
life Insurance business. Additional detail about the credit quality of the Investments underlying the premium
receivable is provided at the end of this investments discussion.

(5

Cash and cash equivaients are inciuded in total invested assets in the tabfe above for the purposes of
calculating yields on the income producing assets for the Company.

Fixed Maturity Securities —~ By Credit Quality
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Consistent with the nature of the Company's produict liabilities, assets are heav-
ily oriented toward fixed maturity securities. The Company determines the
allocation of assets primarily on the basis of cash flow and return requirements
of its products and by the level of investment risk.

Fixed Maturity Securitles. The fixed maturity securities portfolio is predom-
inantly comprised of low risk, investment grade, publicly and privately traded
corporate bonds and senior tranches of asset-backed securities (ABS) and
mortgage-backed securities (MBS). The fixed }naturity securities portfolio also
includes redeemable preferred stock. As of December 31, 2002, fixed maturity
securities represented 70.9% of general account invested assets with a carrying
value of $47.6 billion, comprised of 58.0% public securities and 42.0% private
securities. Each year, the Company directs the majority of net cash inflows into
investment grade fixed maturity securities. Typically, between 5% and 15% of
funds allocated to fixed maturity securities are invested in below-investment-
grade bonds while maintaining a policy to target the overall level of these bonds
to no more than 10% of invested assets and to target the majority of that bal-
ance in the BB category. Allocations are based on an assessment of relative
value and the likelihood of enhancing risk-adjusted portfolio returns. While the
Company has profited from the below-investment-grade asset class in the past,
care is taken to manage its growth strategically by iimiting its size reiative to the
Company's total assets.

The Securities Valuation Office (SVO) of the National Association of Insurance
Commissioners evaluates all public and private bonds purchased as investments
by insurance companies. The SVO assigns one of six investment categories to
each security it reviews. Category 1 is the highest quality rating, and Category 6 is
the lowest. Categaries 1 and 2 are the equivalent of investment grade debt as
defined by rating agencies such as S&P and Moody's {i.e., BBB-/Baa3 or higher),
while Categories 3-6 are the equivalent of below-investment grade securities. SV0O
ratings are reviewed and may be revised at least once a year.

S&P Eguivalent Canying % of Carrying % of
$VO Rating Designation (2 Valuo (214 Total Velue Tota!
As of Dacember 34, 2002 2001
{in miliions)

]Tl ' AAA/AA/A $20,635.7 43.9% $16,876.8 41.8%

b BBB 21,107.5 44.9 18,800.2 46.5

#3 BB 2,626.7 5.6 2,796.5 6.9

4 B 1,2235 26  1,1024 27

5 CCC and lower 776.4 1.7 442.8 11

6 In or near default 635.3 1.3 393.1 1.0

‘ $47,005.1 100.0% $40,411.8 100.0%

Redeemable preferred stock 593.3 695.0

Total $47,598.4 $41,106.8

(1) For securfties that are awaiting an SVO rating, the Company has assigned a rating based on an analysis that it believes is equivalent to that used by the SVO.

(2) Comparisons between SVO and S&P ratings are published by the National Association of Insurance Commissioners.

{3} Includes 394 securities that are awaiting an SVO rating, with a carmrying value of $5,232.8 milllon as of December 31, 2002. Due to lags between the funding of an | the p! ing of final legal d 1ts, the filing with the
SVO, and the rating by the SYO, there will aiways be a number of unrated securities at each statement date.

(4) includes the effect of $55 milllon invested in our creditiinked note program, $10.0 million in crecit default swaps on fixed maturity securities In the AAA/AA/A category and $45.0 million of credlt default swaps on fixed maturity

securities In the BBB category. We had no credit derivatives as of December 31, 2001,
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The table above sets forth the SVO ratings for the bond portfolio along with an
equivalent S&P rating agency designation. The majority of the fixed maturity
investments are investment grade, with 88.8% and 88.3% of fixed maturity
investments invested in Category 1 and 2 securities as of December 31, 2002
and 2001, respectively. Below investment grade bonds were 11.2% and 11.7%
of fixed maturity investments and 7.8% and 8.0% of total invested assets as of
December 31, 2002 and 2001, respectively. This aliocation reflects the Com-
pany strategy of avoiding the unpredictability of interest rate risk in favor of rely-
ing on the Company’s bond analysts’ ability to better predict credit or default
risk. The bond analysts operate in an industry-based, team-oriented structure
that permits the evaluation of a wide range of below investment grade offerings
in a variety of industries resulting in a well-diversifiéd high yield portfolio.

Valuation techniques for the bond portfolio vary by security type and the avail-
ability of market data. Pricing models and their underlying assumptions impact
the amount and timing of unrealized gains and losses recognized, and the use
of different pricing models or assumptions could produce different financial
results. External pricing services are used where available, broker dealer quotes
are used for thinly traded securities, and a spread pricing matrix is used when
price quotes are not available, which typically is the case for our private place-
ment securities. The spread pricing matrix is based on credit quality, country of
issue, market sector and average investment life and is created for these
dimensions through brokers’ estimates of public spreads derived from their
respective publications. When utilizing the spread pricing matrix, securities are
valued by utilizing a discounted cash flow method where each bond is assigned
a spread, that is added to the current U.S. Treasury rates to discount the cash
flows of the security. The spread assigned to each security is changed from
month to month based on changes in the market. Certain market events that
could impact the valuation of securities include issuer credit ratings, business
climate, management changes, litigation, and government actions among oth-
ers. The resulting prices are then reviewed by the pricing analysts and members
of the Controlier’s Department. The Company’s pricing analysts take appro-
priate actions to reduce valuations of securities where such an event occurs
which negatively impacts the securities’ value. Although the Company believes
its estimates reasonably reflect the fair value of those securities, the key
assumptions about risk premiums, performance of underlying collateral (if any),
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and other factors involve significant assumptions and may not refiect those of
an active market. To the extent that bonds have longer maturity dates,
management’s estimate of fair value may involve greater subjectivity since thgy
involve judgment about events well into the future. Then, every quarter, there is
a comprehensive review of all impaired securities and problem loans by a groulp
consisting of the Chief Investment Officer and the Bond Investment Committeg.
The valuation of impaired bonds for which there is no quoted price is typically
based on the total value of the company relative to the amount of debt and
other obligations out standing. if the company is likely to continue operations,
the valuation is typically based on a market multiple of expected cash fiow. §f
the company is likely to liquidate, the valuation centers on the liquidation valug

of its assets.

49.9% of our below investment gréde bonds are in Category 3, the highest quaj-
ity below investment grade. Category 6 bonds, those in or near default, reprg-
sent securities that were originally acquired as longterm investments, but
subsequently became distressed. The carrying value of bonds in or near default
was $635.3 miliion and $393.1 million as of December 31, 2002 and 2001),
respectively. For the years ended December 31, 2002 and 2001, $10.7 milliof
and $2.5 million of interest on bonds near default was included in accrueb
investment income. Unless the Company réasonably expects to collect invesI:
ment income on bonds in or near default, the accrual will be ceased and an

|
accrued income reversed. Management judgment is used and the actual resultf

could be materially different. i

In keeping with the investment philosophy of tightly managing interest rate risk‘,
the Company’s MBS & ABS holdings are heavily concentrated in commercial MBS
where the underlying loans are largely call protected, which means they are not
pre-payable without penalty prior to maturity at the option of the issuer. By inves-
ting in MBS and ABS securities with relatively predictable repayments, the Com-
pany adds high quality, liquid assets to its portfolios without incurring the risk of
cash flow variability. The Company believes the portion of its MBS/ABS portfolio
subject to prepayment risk as of December 31, 2002 and December 31, 2001
was limited 1o 12.9% and 10.1% of our total MBS/ABS portfolio and 2.1% and
1.6% of our total fixed maturity securities holdings, respectively.
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The following table shows the composition by our internal industry classification of the fixed maturity securities portfolio and the unrealized gains and losses con-
tained therein,
Fixed Raturity Securlties - By Industry Classification
Carrying Value of Gross Carrying Value of Gross
Total Carrying Net Unrealized Securities with Groas Unrezlized Securities with Qross Unreallzed
Ab of December 31, 2002 Value Gain (Loss) Unrealized Galns Galns Unrealized Losces Loases
(in millions)
Qorporate securities:
Banking and finance $ 6,036.6 $ 2348 $ 48729 § 2868 $ 1,163.7 $ (52.0)
Communications 2,317.5 87.7 1,867.3 140.0 450.2 (52.3)
Government 2,596.5 121.3 1,825.7 140.3 770.8 {19.0)
Manufacturing 7,410.3 209.2 5,672.5 396.7 1,737.8 (187.5)
Oil & gas 4,457.3 90.4 3,416.9 280.5 1,040.4 (190.1)
Services / trade 2,553.0 132.2 2,196.8 149.2 356.2 (17.0)
Transportation 2,900.9 37.8 2,194.0 167.7 706.9 (129.9)
Utilities 9,087.5 (137.5) 5,937.5 400.8 3,150.0 (538.3)
Other 158.7 9.8 148.5 11.2 10.2 (1.4)
Total Corporate Securities 37,518.3 785.7 28,1321 1,873.2 9,386.2 (1,187.5)
Asset-backed and mortgage-backed securities 7,853.8 145.6 6,133.1 424.1 1,720.7 (278.5)
J.S. Treasury securities and obligations of U.S. government agencies 221.7 10.7 205.9 10.9 15.8 ( 2)
Debt securities issued by foreign governments 1) 1,663.4 175.5 1,643.0 178.4 20.4 .9)
Dbligations of states and political subdivisions 341.2 24.4 337.8 24.5 3.4 (0.1)
Total $47,598.4  $1,141.9 $36,451.8 $2,611.1 $11,146.5 $(1,469.2)
1) Includes $1,298.1 milllon in debdt securities held in Maritime Life, our Canadian insurance subsidiary, and issued and fuily supported by the Canadian federai, provincial and &
Fixed Maturlty Securlties — By industry Classlfication
Carrying Vatue of Gross Carrying Veiue of Groso
Totsl Camylng ~ Net Unrezlized  Socurities with Gross Unreelized  Socuritics with Qross Unrealized
As of Decamber 31, 2001 Velua Qaln (Loss) Unreallzed Geins Geins Unroglizod Logssas Losses
in millions)
orporate securities:
Banking and finance $ 4,648.6 $ 76.3 $ 29288 § 178.0 $ 1,719.8 $ (101.7)
Communications 1,988.5 64.6 1,607.0 107.6 381.5 (43.0)
Government 1,070.4 64.2 729.9 70.3 340.5 (6.1)
Manufacturing 7,613.2 6.2 4,331.0 307.8 3,282.2 (301.6)
Oil & gas 4,079.9 12.2 2,437.3 148.9 1,642.6 (136.7)
Services / trade 2,415.0 62.0 1,770.5 100.9 644.5 (38.9)
Transportation 3,015.9 (57.3) 1,530.2 106.9 1,485.7 (164.2)
Utitities 7,797.0 81.6 4,433.5 308.0 3,363.5 (226.4)
| otal Corporate Securities 32,628.5 309.8 19,768.2 1,328.4 12,860.3 (1,018.6)
JAsset-backed and mortgage-backed securities 6,326.9 3.3 4,030.7 145.2 2,296.2 (141.9)
U.S. Treasury securities and obligations of U.S. government agencies 299.9 (2.8) 87.2 3.7 212.7 (8.5}
Debt securities issued by foreign Governments () 1,729.9 86.6 1,345.1 98.5 384.8 (11. 9)
Obligations of states and politicai subdivisions 121.6 5.5 114.7 5.7 6.9 .2)
Total $41,106.8 $402.4 $25,345.9 $1,581.5 $15,760.9  $(1,179.1)
(2) intiuces $1,212.2 million in dedbt securities he'd in Maritime Life, our Canadian ins_urance subsidiary, and issued and fully supported by the Canadian federal, provincial and municipal governments.
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As of December 31, 2002 and December 31, 2001, there are $2,611.1 miflion
and $1,581.5 million of gross unrealized gains and $1,469.2 million and
$1,179.1 million of gross unrealized losses on the fixed maturities portfolio.
The tables above show gross tosses before amounts that are allocated to the
closed block policyholders or participating pension contractholders, The 2002
gross unrealized losses of $1,469.2 million include $1,324.3 million, or 90.1%,
of unrealized losses concentrated in the utilities, manufacturing, oil and gas,
transportation and asset-backed and mortgage-backed securities. Only the utit-
ities sector has net unrealized losses. The 2001 gross unrealized losses of
$1,179.1 million include $970.8 million, or 82.3%, of unrealized losses con-
centrated in the utilities, manufacturing, oil and gas, transportation, asset-
backed and mortgage-backed securities. Only the transportation sector had net
unrealized losses. Of the $1,469.2 million of gross unrealized losses in the
portfolio at December 31, 2002, $191.0 is in the closed block and $62.6 mil-
lion has been allocated to participating pension contractholders, leaving
$1,215.6 of unrealized losses after such allocations. Of the $1,179.1 million of
gross unrealized losses in the portfolio at December 31, 2001, $122.1 million
is in the closed block and $44.2 million has been allocated to participating
pension contractholders, leaving $1,012.8 miltion of unrealized losses after

such allocations.

Manufacturing: Manufacturing is a large, diverse sector encompassing cyclical
industries. Low commodity prices continue to pressure the subsectors of min-
ing, chemicals, metals, and forest products. When the economy recovers, these
cyclical subsectors should recover and the bonds of companies in these sub-
sectors should recover as well. We have financed these subsectors though
several economic cycles and will typically hold our investments until they
recover in value or mature. Our portfolio also benefits from our underwriting
process where we stress test each company’s financial performance through a

recession scenario.

Oil & Gas: In the Oil & Gas industry much of our unrealized loss arises from
companies in emerging markets, primarily Latin America and particularly in
Venezuela. Our philosophy in emerging markets is to generally lend to those
companies with dollar based export products such as oil companies. Emerging
markets continue to experience significant stress and bond prices across most
emerging market countries are down. However, our oil & gas investments are
faring well as these companies have dollar based revenues to pay their debts
and have continued to do so. In many cases, deals are structured so that all
export revenues first pass through an offshore trust and our debt service is paid
before any dollars are released back to the company. This type of transaction is
known as an export receivables deal. All of our Venezuelan transactions are
structured in this manner. The strike in Venezuela raised the risk profile of our

" levels well below full production. We believe these debt service reserves aHd
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oil transactions in this country, because the investments we have in Venezuela
require oil production in order for these deals to produce payments. The grogs
unrealized loss on our Venezuelan oil & gas holdings was $107.7 million as bf
December 31, 2002. The structure of the Venezuelan investment deals cop-
template temporary disruptions in the oil flow, and hence have six month delpt
service reserves to handle the interruption, Furthermore, the debt service covgr-
ages, at full production, are very high so debt service can typically be paid at

strong debt service coverages will see us through the current turmoil in Ve-
ezuela and expect our Venezuelan oil and gas based investments to recover.

Transportation: The Transportation sector consists largely of air, rail, and autQ-
motive manufacturers and service companies. Ali of these subsectors are
experiencing cyclical downturns, particularly the airline industry, having been hit
both by the recession and the fallout from September 11, 2001. While mth
airlines are losing money, we lend to this industry almost exclusively on @
secured basis (approximately 99% of our loans are secured). These secured aif-
line financings are of two types: Equipment Trust Certificates (ETC's) and
Enhanced Equipment Trust Certificates (EETC's). The ETC’s initially have ap
80% loan-to-value ratio and the EETC senior tranches initially have a 40-50
loan-to-value and include a provision for a third party to bay interest for eightee
months from a default. For us to lose money on an ETC, three things mus
happen: the airline must default, the airline must decide it does not want to fi

this industry, we underwrite both the airline and the aircraft. We've been lendin

n
t
ig
our aircraft, and the aircraft must be worth less than our loan. When lending to
g
to this industry in this fashion for 25 years through several economic cycles and

have seen vaiues on our secured airline bonds fall and recover through these

cycles., EETC’'s are classified as assetbacked securities and account for
$181.1 million of the $278.5 million gross unrealized loss in the asset-backed

|

and mortgage-backed securities category.

Utilities: The Utility sector has faced a number of challenges over the past fe\L
years including the California Power Crisis, the Enron bankruptcy and thé
recession which slowed the growth in demand. More recently, there have beel
issues around energy trading activities and the financial liquidity of some larg
merchant industry players. These events caused a general widening in utili
and project finance bond spreads over the course of the year. We expect con
tinued stress in this sector as owners of merchant plants work through thei
liquidity issues with the banks. Investors are likely to see continued restructu
ings and/or bankruptcy filings from those companies unable to reach agreemen
with the banks. Longer term we believe the reduction in power supply fro
reduced capital expenditures and the shutting of inefficient plants will support
gradual rise in power prices that will help this sector recover. i

f
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Asset-backed and mortgage-backed securities: As described above, the main
driver of the unrealized loss in this category is $181.1 million of gross unreal-
ized Joss on EETC's with a GAAP book value of $754.0 million. This $181.1
million of gross unrealized loss represents 65% of the total gross unrealized
10ss in this category. EETC's are financings secured by a pool of aircraft. The
vast majority of our EETC hoidings ($721.3 miliion of the $754.0 million) are
the most senior tranches in the EETC structure. The most senior tranches are
generally structured to have an initial loan-to-value of 40-50%. Given the drop in
airine r:)assenger traffic and the financial difficulties of most of the major car-
" riers, aircraft values have dropped significantly and henée EETC’s have declined
in price. We still expect, however, that most of the senior tranche EETC have
enodgh subordination and asset coverage to ensure full and timely repayment.
The major risk to this portfolio is a further decline in passenger traffic due to an
ciéxtended war or increased terrorist activity, further depressing aircraft values.
us far, we have never lost money on a senior tranche EETC even though some

f aircraft backing our transactions have been leased to airlines that have gone
ut of business. As airlines emerge from bankruptcy and it becomes clear that
ost senior tranche EETC’s have ample asset coverage, we expect these

J

Tonds’ prices will recover,
[
)
!
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The following table shows the composition by credit quality of the securities with
gross unrealized losses in our fixed maturity securities portfolio.

Unreallzed Losses on Fixed Maturity Securities ~ By Quallty

Carrying Value of
Securttles with Gross

svo S&P Equivaent Gross Unreafized Unreallzed

Rating®  Deslgnation @ Losses® % of Total Losses® % of Total

As of Docember 31, 2002

(in millions)

1 AAA/AA/A $ 3,3753 31.0% $ (156.3) 10.7%

2 BBB 4,267.9 39.2 (387.3) 26.6

3 BB 1,634.5 15.0 (414.4) 284

4 B 691.5 6.4 (222.6) 15.3

5 CCC and lower 541.8 5.0 (195.0) 13.4

6 In or near defauit 369.3 34 (82.1) 5.6

Total 10,880.3 100.0% (1,457.7) 100.0%

Redeemable Preferred 266.2 (11.5}

Total $11,146.5 $(1,469.2)

(1) With respect to securities that are awaiting an SVO rating, the Company has assigned a rating based on an
analysis that it believes is equivalent to that used by the SVQ. Recent experience has shown that our ratings
are generally comparable to those of the V0.

B

Comparisons between SVO and S&P ratings are published by the National Association of insurance
Commissioners.

cl

Includes 71 securities that are awaiting an SVO rating with a carrying value of $1,677.0 million and unrealized
losses of $63.4 million. Due to lags between the funding of an investment, the processing of final legal
documents, the filing with the SVO, and the rating by the SVO, there will atways be a number of unrated
securities at each statement date. Unrated securities comprised 15.0% and 4.3% of the total carrying value
and total gross unrealized losses of securties in a loss position, Including redeemable preferred stock,

respectively.
Unreallzed Losses on Fixed Maturity Securitles —~ By Investment Grade and Age
As of December 31, 2002
Investment Grade Below Investment Grade
@ross Unreallzed Loss Gross Unrzallzed Loss
Resulting from Resulting from
Genrying Value of Carrying Velue of

Securitles with Hedging Market Securitles with Hedging Market

Gross loss A o Grass Unrealized Loss Deproclati
Three months or less $2,255.2 $ (19.2) $ (48.7) $ 2763 $ (2.2) $ (13.0)
_’Greater than three months to six months 952.4 (16.0) (34.1) 408.2 (7.6) (113.8)
;Greater than six months to nine months 909.1 (35.0} (24.8) 566.4 (14.4) (78.1)
Egater than nine months to twelve months 423.8 (12.6) 27.7) 393.4 (5.3) (61.4)
lGreater than twelve months 3,102.8 (70.1)  (255.4) 1,594.8 (74.9) (543.4)
7.643.2 (152.9) (390.7) 3,237.1 {104.4) (809.7)

Redeemable preferred stock 266.2 - (11.5) - - -
Total fixed maturities $7,909.4 $(152.9) $(402.2) $3,237.1  $(104.4) $(809.7)

'

The table above shows the Company’s investment grade and below investment
grade securities that were in a loss position at December 31, 2002 by the
amount of time the security has been in a loss position. Gross unrealized losses
vfrom hedging adjustments represents the amount of the unrealized loss that
results from the security being designated as a hedged item in a fair value
hedge.- When a security is so designated, its cost basis is adjusted in response
to movements in interest rates. These adjustments, which are noncash and

reverse over time as the asset and derivative mature, impact the amount of
Kynrealized loss on a security. The remaining portion of the gross unrealized loss
represents the impact of interest rates on the non-hedged portion of the portfolio
and unrealized losses due to creditworthiness on the tota! fixed maturity portfolio.

At December 31, 2002, the fixed maturity securities had a total gross unrealized loss
of $1,211.9 million, excluding basis adjustments related to hedging relationships. Of
this total, $887.9 million is due to securities that have had various amounts of
unrealized loss for more than nine months. Of this, $283.1 million comes from secu-
rities rated investment grade. Unrealized losses on investment grade securities
principally refate to changes in interest rates or changes in credit spreads since the
securities were acquired. Credit rating agencies’ statistics indicate that investment
grade securities have been found to be less likely to develop credit concems,
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As of December 31, 2002, $604.8 miliion of the $1,211.9 million resides in |

below investment grade securities with various amounts of unrealized loss for
over nine months. All of these securities are current as to the payments of
principal and interest with the exception of 11 securities with a carrying value of
$56.9 million and an unrealized loss of $0.3 miilion. Of the total $604.8 million,
$68.6 million traded above 80% of amortized cost at December 31, 2002 and an
additional $355.6 million traded above 80% of amortized cost within the fast nine
months, for a total of $424.2 million. Of the total $424.2 million in this category,
utility related bonds make up over half, $214.2 million. As described earlier, the
utility sector suffered from oversupply and siower than expected demand last
year. This led to many credit quality downgrades in the sector and corresponding
price declines. We have seen evidence of improvement in the utility sector
recently as companies have curtailed expansion plans and sold assets o con-
serve cash flow and strengthen their balance sheets, On the other hand, $122.2
million of this $424.2 miliion total comes from airline related bonds and this
sector has continued to deteriorate thus far in 2003, While, as described earlier,
we expect the secured nature of our positions to protect our value, the increased
stress in this industry is of concern.

The remaining portion of the unrealized loss, $180.6 million, arises from below
investment grade securities that have traded below 80 percent of amortized
cost for over nine months. All of these bonds are current on payments of princi-
pal and interest and we believe, based on currently availabie information, that it
is probable that these securities will continue to pay based on their original
terms. We carefully track these investments to ensure our continued belief that
their prices will recover. More detail on the most significant securities is con-
tained below:

3

+ Two securities that have contracts with PDVSA, the Yenezuelan national oil
company accounted for $40.4 million. The increasing turbulence in Venezuela
combined with a national strike that shut down oil production at the end of the
year heightened credit concerns on these securities and caused their prices to
decline. Since the end of the year, Venezuelan oil production has started up
again, albeit at lower levels. The production levels have slowly increased and
are expected to continue due to the importance of the oil sales to the
Venezuelan economy. As this happens, we expect these prices to recover.
$27.0 million relates to a holding that has an additional credit issue beyond
its contracts with PDVSA. It is a fertilizer plant that has experienced operating
problems. Its equity sponsors, however, have supported the project with
additional contributions of equity and based on our review of this credit we
expect their continued support. While there is risk the equity sponsors could
drop their support, their past actions, strong capital positions, their large
investment and the low cost nature of this project due to its inexpensive gas
supply give us comfort in their continued support. $13.4 million is a loan to a
refinery that purchases its crude supply from PDVSA. The refinery sells its
output to a major US oil company. Those proceeds flow through an offshore
trust, with our debt service paid first and the balance remitted to Venezuela.
This financing has a six month debt service reserve and only requires
production at about ASO% of pre-strike levels for adequate debt service
coverage. The production at this refinery is currently back to 100%.

» Four structured transactions based in Argentina account for $43.4 million.
While the Argentine crisis has depressed the pricing level on these bonds,
their payment flows continue as the flows are based on dollar priced
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commodities. Companies or structures with dollar based products should
continue to generate sufficient revenues to service their debts, unlike
companies with peso denominated revenues that have seen their revenues
decline precipitously in doliar terms due to the depreciation of the peso.

- $28.6 miltion arises from another structured investment based on oil and
gas payments to another Argentine province. This transaction benefits from
(1) rights to 80% of the royalty payments received by the province, (2) a six
month debt service reserve located in the U.S., and (3) a political risk
insurance policy from a major reinsurer that will take over payments in the
event the government imposes transfer or currency conversion limitations;.
Currently, the major risk is that the local oil and gas companies are making
payments to the province based on a fixed exchange rate rather than the;e
market exchange rate, While the province is working to correct this, if ijt
does not change we will need to dip into the debt service reserve account
for a portion of the debt service payments this year and we will ultimately
need to restructure our rights to royaity payments to extend heyond th[
maturity of' our notes, so a restructuring would likely extend the term of out
note with interest, [

- $10.0 mitlion of unreatized loss is on a loan to an Argentine oil company
not in the form of a structured receivables transaction. This company\,
‘however, derives its revenue from dollar based energy products and hence it
has the ability to service its doilar denominated debt. It is current on all its
debt obligations and we expect it to remain so. The value of this company
was validated in the fourth quarter when a company outside of Argenting
purchased a controlling share of the company for $1.1 biliion.

> $4.4 million arises from a structured receivables transaction based on the
export of soybeans from a major soybean producer in Argentina. The
international buyers of the soybeans make payment to an offshore trust with
our debt service paid before any dollars flow back to the Argentine company.
We expect this structure to continue to protect our debt service payments.

* The remaining $0.4 million arises from a holding collateralized by royalty
payments made by oil and gas companies to an Argentine province. This
deal matures in 2003 and we fully expect to be paid as scheduled.

+ $32.3 million on a large, national farmer-owned dairy cooperative. Margins;\
have been squeezed as demand for their products has softened and thu§
prices have declined. The depressed price of our notes is a function of this\
cyclical downturn, the subordinated nature of our position, and a lack of
trading in these bonds. We expect the price to recover as the company's‘
margins improve due to a combination of lowered costs from restructurin

efforts and increasing demand for its products as the economy improves. 1

» $11.8 million on a franchise loan-backed structured transaction, with thej
franchise loans primarily in the gas/convenience sector. Delinquencies are‘
higher than anticipated primarily due to the stress in the gas/convenience[
sector due to pressure from the large discounters. Still, at the current level of}
delinquencies we expect to receive our debt service as originally anticipatedg
and thus, no impairment is appropriate. While there is some risk the‘
delinquencies could rise, we would expect a gradu‘al decline in the
delinquency rate as the weakest loans have already defaulted.

- $12.9 miilion on a producer of manufactured homes. Overcapacity has hurt
this industry and much of the production and retailing capacity has been

<
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removed over the past several years. This company is a leader in this industry Amoftizcd  Unreallzad
Description of fosuor Coot Loss
and thus has been able to weather the downtum. As the industry recovers due pT—
in miltians
to the reduction of capacity, so should the vaiue of these bonds.
Large US Based merchant energy generator $ 996 § (47.3)
< $11.3 million on a large copper producer based in Mexico. This company has Unreguiated energy generator and supplier 128.3 (47.2)
{ suffered from the cyclical downturn in copper prices over the past two years Notes secured by leases on a pool of aircraft 78.4 {43.9) |
and due to insufficient capital expenditures t0 keep its costs competitive. The US power generator with muitiple plants 113.3 .(38.5) |
company’s owners have addressed the latter issue by recently injecting fresh Venezuetan oil company with US dollar based flows 158.3 (37.5)
capital into the company to improve the efficiency of its operations. The US based agricultural cooperative §8.0 (32.7)
expected improvement in copper prices due to the improving US economy will Lease financing with US fossit fuel power generator 718 (29.4)
also help the company and hence the bond price. Argentinean trust holding rights to oil and gas royalty 44.0 (28.6)
- , US merchant energy generator 72.0 (27.8)
+ $11.7 million on a North American chemical producer that has suffered - - -
) ] . . ) Joint venture with a Venezuelan oil company 41.3 (27.4)
through' the cyclical downturn in chemical prices and thus has violated
. US natural gas fired power generator 84.8 (26.2)
financiat covenants. The lenders have worked with the company to restructure -
) o ) Notes secured by leases on a poot of aircraft 77.6 {25.5)
these covenants. The company has sufficient liquidity to weather this -
" . . Notes secured by leases on a pooi of aircraft 35.2 (22.7)
downturn and retum to profitability as prices recover. A recent comprehensive - - s
; i Joint venture with a Venezuelan oif company and two
business assessment of the company performed by an outside consultant large US oil companies 56,7 (21.5)
valyed the company at twice its outstanding debt. Joint venture with a large Venezuslan oif company and a
US oif company 62.3 (21.2)
- $3.5 million on a producer of coke, an input to the steel making process. This Large US electric utifity holding company 801 (20.5)
company produces coke aimost exclusively for one plant of a steel company Franchise loan backed transaction 43.3 19.7)
that filed for bankruptey in 2002 and the resulting uncertainty drove down the Joint venture in three US gas fired cogeneration power
bond's price. The plant this company supplies, however, is a top quartile plants 50.9 (19.4)
producer and hence has continued to operate. Therefore our borrower has Large integrated energy company 91.5 (18.8)
continued to be paid. Based on its contract with this low cost steel plant, we Holding company of farge US integrated power
. gensrator 81.0 (17.1)
expect our borrower 1o continue to perform and our bonds 1o recover as the
owner of the plant restructures its debts and emerges from bankruptcy. Secured financings with a large US airline 68.9 (16.6)
Private toll road and bridge operator in US 43.6 (16.6}
The Company believes that after its comprehensive review of each borrower's US integrated producer of petrochemicals and retated
ability to meet the obligations of the notes, and based on information available © products 65.9 (15.3)
at this time, these securities will continue to pay as scheduled, and the Com- Major indtependent power and merchant energy 105 wan
enerator . .
pany has the ability and the intent to hold these securities until they recover in £ - - -
. o . Financing of a restructured power contract with a major
value or mature. The scheduled maturity dates for securities in an unrealized Us utility 39.5 (14.4)
loss position at December 31, 2002 is shown below. Norwegian subsidiary of US oil field service company 288 (131
US telecommunications company 45.6 (12.8)
Unreallzed Losses on Flxed Maturlty Securities — By Maturity Financing of muitiple offshore power projects by US
power/energy Company 57.3 {12.7}
Canying Volue of
Soourities with Grosa Gross Unrectized Large chemical related producer of synthetic products 64.7 (12.6)
Docamber 31, 2602 Unreatizad Loss Loso Major US homebuiider : 23.3 (12.5)
(in millions) Notes secured by leases on a pool of aircraft 45.7 (12.4)
Due in one year or less $ 586.8 $ (37.9 targe US regulated utitity 147.7 (12.4)
Due after one year through five years 2,5674.9 °  (273.2)  Large Mexican copper producer 364  (11.7)
Due after five years through ten years 2,573.1 (429.9) Secured financings to large US airline 24.9 (11.6)
Due after ten years 2.691.0 (449.7) Joint venture of two large US chemical companies 66.8 {11.2)
Mid si muiti-ing in n 1. 10.8
9.4258 (1,190.7) id size US multiine insurance company 21.2 { )
— US reguiated energy and communications holding
Asset-backed and mongage-backed securities 1,720.7 (278.5) company 35.3 {10.7)
Total $11,146.5  $(1,469.2) Finance subsidiary of US paper/wood products
manufacturer 207.1 (10.4
As of December 31, 2002 we had 86 securities representing 40 credit U.K, pump storage facility 69.2 (10.2
exposures that had an unrealized loss of $10 million or more, They inciude: Argentinean oil company with US based flows 30.4 - (200
: Total $2,660.0 $(825
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A major driver in the valuation of the fixed income portfolio at December 31,
2002 is the recent reduction in traded or guoted bond prices across most
industries, especially in the below investment grade categories where, in the
current environment, bond market investors are very risk averse and have
severely penalized issues where there is any uncertainty, This effect was most
pronounced in the reduction in the traded or quoted prices of the bonds of
many energy companies with merchant exposure. In the third quarter, the rating
agencies downgraded a number of companies that have exposure to the mer-
chant energy sector. These downgrades in turn created liquidity issues for a
few companies and uncertainty at many others. This market sentiment, which
we believe to be temporary, has led to significant reductions in the prices of
virtually every energy company that has any merchant exposure, including some
in our portfolio and 15 on the list above. We believe many of these issuers are
taking the right steps to strengthen their balance sheets through a combination
of actions such as reducing capital expenditures, scaling back trading oper-
ations, reducing dividends, and issuing equity. All.of the above securities have
undergone thorough analysis by our investment professionals, and at this time

The following table shows the Company’s agricultural mortgage loan portfolio by its three major sectors: agri-business, timber and production agriculture.

A of Recembar 34,
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we beiieve that the borrowers have the financial capacity to make all req
contractual payments on the notes when due, and we intend to hold tt

securities untii they either mature or recover in value.

fiortgage Loans. As of December 31, 2002 and 2001, the Company i
mortgage loans with a carying value of $11.8 billion and $11.0 bitlion, inch.
ing $2.6 billion and $2.5 hiltion respectively, of agricuitural loans at each perip

end and $9.2 billion and $8.% billion, respectively, of commercial loans
Impaired loans comprised 1.2% of the morigage portfolio at December 31
2002. The Company’s average historical impaired loan percentage during th
period of 1997 through 2002 is 1.4%. This historical percentage is higher tha
the current 1.2% because the historical percentage includes some remainin

problem assets of the 1990's real estate downturn, some of which are stil
held. Maritime Life managed $1.5 billion and $1.3 bitlion, respectively, of whicl
$0.7 billion and $0.6 biliion, respectively, were govemmentinsured by the
Canada Montgage and Housing Corporation.

2002 2001

Amortized Carrylng
Cost Yaivo

% of Totsi Amortlzed
Carrying Yalve Cost

% of Tatal
Carrylng Yalue

Carrytng
Vajue

{in miltions)

Agribusiness $1,528.0 $1,522.0 57.8% $1,480.6 $1,420.4 57.8%
Timber 1,0015 1,087.8 41.3% 1,017.5  1,009.5 40.8
Production agricutture 25.3 25.2 0.9% 341 33.8 1.4
Total $2,644.8 $2,635.0 100.0% $2,532.2 $2,472.7 100.0%

The following table shows the distribution of our mortgage loan portfolio by
property type as of the dates indicated. Qur commercial mortgage loan portfolio
consists primarily of non-recourse fixed-rate mortgages on existing, well-leased
commercial properties.

% of % of

Carrying Valug Total Canrying Velug Total

The following table shows the distribution of our mortgage loan porifolio by

geographical region, as defined by the American Councit of Life insurers (ACLI).

Mortgage Loans ~ By ACLI Reglon

Rumber % of % of
of Loans Carrying Vatue Totst Carrving \elue Yotat

As of December 31, 2002 200

s of December 31, 2002 2001 {(in millions) {
(in millions) East North Central 141 $ 1,102.0 9.3% $ 1,061.7 9.7%§
Apartment $ 2,063.4 17.5% $ 2,308.2 21.0%  East South Central 38 430.9 36 457.7 4.2 1
Office Buildings 2,974.6 25.2 2,744.9 25.0 Middie Atlantic 112 1,447.4 12.3 1,478.2 134 |
Retail 1,986.1 16.8 1,621.0 148 Mountain 94 492.2 4.2 414.3 3.8
Agricultural 2,6350 223 24727 225 New England 104 795.2 6.7 884.8 8.0
Industrial 1,085.8 9.2 962.0 8.8 Pacific 259 2,139.2 181 1,799.8 164
Hotels 481.1 4.1 464.0 4.2 South Atlantic 193 2,230.2 18.9 2,082.3 189
Multi-Family 40.4 0.3 80.8 0.6 West North Central 70 450.5 3.8 382.0 35

Mixed Use 155.2 1.3 107.2 1.0 West South Central 133 954.3 8.1 900.2 8.2
Other 384.1 3.3 252.4 23 Canada 818 1,763.8 15.0 1,5632.5 13.8
Total $11,805.7 100.0% $10,993.2 100.0% Total ‘ 2,062 $11,805.7 100.0% $10,993.2




Management’s Discussion and Analysis of
Financial Condition and Results of Operations

2002 Annual Report 29

removed over the past several years. This company is a leader in this industry Amortized  Unreallzod
) Descrption of issuor Cost Loss
and thus has been able to weather the downturn. As the industry recovers due p———
in millions
to the reduction of capacity, so should the value of these bonds.
Large US Based merchant energy generator $ 99.6 $ (47.3)
¢ $11.3 miilion on a large copper producer based in Mexico. This company has Unregulated energy generator and supplier 128.3 (47.2)
suffered from the cyclical downturn in copper prices over the past two years Notes secured by leases on a pool of aircraft 79.4 (43.9)
and due to insufficient capital expenditures to keep its costs competitive. The US power generator with multiple plants 113.3 .(38.5)
{ company’s owners have addressed the latter issue by recently injecting fresh Venezuelan oil company with US dollar based flows 158.3 (37.5)
capital into the company to improve the efficiency of its operations. The US based agricultural cooperative 58.0 (32.7)
expected improvement in copper prices due to the improving US economy wilt Lease financing with US fossil fuel power generator 71.6 (29.4)
also help the company and hence the bond price. Argentinean trust holding rights to oil and gas royalty 44.0 (28.8)
- . ! US merchant energy generator 72.0 (27.8)
- $11,7 million on a North American chemical producer that has suffered - - -
. , i . . Joint venture with a Venezuelan oil company 41.3 (27.4)
through- the cyclical downturn in chemical prices and thus has violated
] ) US natural gas fired power generator 84.8 (26.2)
financial covenants. The lenders have worked with the company to restructure -
X o . Notes secured by teases on a pool of aircraft 77.8 (25.5)
these covenants. The company has sufficient liquidity to weather this -
N . . Notes secured by leases on a pool of aircraft 35.2 (22.7)
downturn and return to profitability as prices recover. A recent comprehensive - - S
) ! Joint venture with a Venezuelan oil company and two .
business assessment of the company performed by an outside consultant large US oil companies 56.7 (21.5)
valued the company at twice its outstanding debt. Joint venture with a large Venezuelan oil company and a
) ) ) US oil company 62.3 (21.2)
+ $3.5 mikion on a producer of coke, an input to the steel making process. This Large US electric utility holding company 60.1 (20.5)
company produces coke almost exclusively for one plant of a steel company Franchise loan backed transaction 43.3 (19.7)
that filed for bankruptcy in 2002 and the resulting uncertainty drove down the Joint venture in three US gas fired cogeneration power
bond's price. The plant this company supplies, however, is a top quartile piants 50.9 (19.4)
producer and hence has continued to operate. Therefore our borrower has Large integrated energy company 91.5 (18.8)
continued to be paid. Based on its contract with this low cost steel plant, we Holding company of large US integrated power
expect our borrower to continue to perform and our bonds to recover as the generator 81.0 (17.1)
owner of the plant restructures its debts and emerges from bankruptcy. Secured financings with a large US airline 66.9 (16.6)
Private toll road and bridge operator in US 43.6 (16.6)
The Company believes that after its comprehensive review of each borrower’s US integrated producer of petrochemicals and related
ability to meet the obligations of the notes, and based on information available products 65.9 (15.3)
at this time, these securities will continue to pay as scheduled, and the Com- Major indfpendent power and merchant energy 305 a7)
enerator . .
pany has the ability and the intent to hold these securities until they recover in € - - -
) L . Financing of a restructured power contract with a major
value or mature. The scheduied maturity dates for securities in an unrealized US utility 39.5 (14.4)
loss position at December 31, 2002 is shown below. Norwegian subsidiary of US oil field service company 28.8 {13.1)
US telecommunications company 45.6 (12.8)
Unreallzed Losses on Fixed Maturity Securitles — By Maturlty Financing of multiple offshore power projects by US
power/energy Company 57.3 (12.7)
Carrying Value of
Securitios with Gross  Qross Unreallzed Large chemical refated producer of synthetic products 64.7 (12.6)
| Docember 31, 2002 Unreallzed Loss Loss Major US homebuilder ’ 23.3 (12.5)
(in millions) Notes secured by leases on a pool of aircraft 457 (12.4)
Due in one year or less $ 586.8 $  (37.9) Large US regulated utility 147.7 (12.4)
Due after one year through five years 2,574.9 ' (273.2)  Large Mexican copper producer 36.4 11.7)
Due after five years through ten years 2573.1 (429.9) Secured financings to large US airline 24.9 (11.6)
Due after ten years 3,691.0 (449.7) Joint venture of two large US chemical companies 66.8 (11.2)
Mid size US multi-line insurance compa 21.2 10.8,
9,4258  (1,190.7) id size US multiine | pany 108
— US regulated energy and communications holding
Asset-backed and mortgage-backed securities 1,720.7 (278.5) company 35.3 (10.7)
Total $11,146.5 $(1,469.2) Finance subsidiary of US paper/wood products
manufacturer 207.1 (10.4)
As of December 31, 2002 we had 86 securities representing 40 credit U.K. pump storage facility 69.2 (10.2)
exposures that had an unrealized loss of $10 million"or more. They include: Argentinean oil company with US based flows 30.4 (10.1)
: Total $2,660.0 $(825.7)
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A major driver in the valuation of the fixed income portfolio at December 31,
2002 is the recent reduction in traded or quoted bond prices across most
industries, especially in the below investment grade categories where, in the
current environment, bond market investors are very risk averse and have
severely penalized issues where there is any uncertainty. This effect was most
pronounced in the reduction in the traded or quoted prices of the bonds of
many energy companies with merchant exposure. In the third quarter, the rating
agencies downgraded a number of companies that have exposure to the mer-
chant energy sector. These downgrades in turn created liquidity issues for a
few companies and uncertainty at many others. This market sentiment, which
we believe to be temporary, has led to significant reductions in the prices of
virtuaily every energy company that has any merchant exposure, including some
in our portfolio and 15 on the list above. We believe many of these issuers are
taking the right steps to strengthen their balance sheets through a combination
of actions such as reducing capital expenditures, scaling back trading oper-
ations, reducing dividends, and issuing equity. All of the above securities have
undergone thorough analysis by our investment professionals, and at this time

The following table shows the Company’s agricultural mortgage loan portfolio by its three major sectors: agri-business, timber and production agricuiture.
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we believe that the borrowers have the financial capacity to make ail required
contractual payments on the notes when due, and we intend to hold thesg

securities until they either mature or recover in value. ’

Mortgage Loams. As of December 31, 2002 and 2001, the Company heléj
mortgage loans with a carrying value of $11.8 billion and $11.0 biliion, inclucf-
ing $2.6 billion and $2.5 billion respectively, of agricultural loans at each perioéi
end and $9.2 billion and $8.5 billion, respectively, of commercial loans
Impaired loans comprised 1.2% of the mortgage portfolio at December 31
2002. The Company’s average historical impaired loan percentage during thé
period of 1997 through 2002 is 1.4%. This historical percentage is higher than
the current 1.2% because the historical percentage includes some remaining
problem assets of the 1990's real estate downturn, some of which are stil
held. Maritime Life managed $1.5 billion and $1.3 billion, respectively, of which|
$0.7 billion and $0.6 billion, respectively, were government-insured by the
Canada Mortgage and Housing Corporation.

As of December 31, 2002 2001
Amortized Carrying % of Totel Amortized Carrying % of Tota!
Cost Value Carrylng Yalue Cost Vatue Cemylng Velus
(in millions) '
Agri-business $1,528.0 $1,522.0 57.8% $1,480.6 $1,429.4 57.8%
Timber 1,091.5 1,087.8 41.3% 1,017.5 1,009.5 40.8
Production agriculture 25.3 25.2 0.9% 34.1 33.8 1.4
Total $2,644.8 $2,635.0 100.0% $2,632.2 $2,472.7 100.0%

The following table shows the distribution of our mortgage loan portfolio by
property type as of the dates indicated. Our commercial mortgage loan portfolio
consists primarily of non-recourse fixed-rate mortgages on existing, well-leased
commercial properties.

The following table shows the distribution of our mortgage loan portfolio by
geographical region, as defined by the American Council of Life Insurers (ACLI).

Mortgage Loans - By ACL! Region

Numbor % of % of
%ot %of of Loans Carrying Value Total Carrying Velue Totnlv
Canrying Value Total Cerrylng Value Total As of December 31, 2002 2001 |
As of December 31, 2002 2001 (in millions) ;
{in millions) East North Central 141 $ 1,102.0 9.3% $ 1,061.7 9.7%«
Apartment $ 2,063.4 17.5% $ 2,308.2 21.0% East South Central 38 430.9 3.6 457.7 4.2 ‘
Office Buildings 2,974.6 25.2 2,744.9 25.0 Middle Atlantic 112 1,447.4 12.3 1,478.2 134 |
Retail 1,986.1 16.8 1,621.0 14.8 Mountain 94 492.2 4.2 414.3 3.8
Agricultural 2,635.0 22,3 2,472.7 22,5 New England 104 795.2 6.7 884.8 8.0
Industrial 1,085.8 9.2 962.0 8.8 Pacific 259 2,139.2 i8.1 1,799.5 16.4
Hotels 481.1 4.1 464.0 4.2 South Atlantic 193 2,230.2 18.9 2,082.3 18.9
Multi-Family 40.4 0.3 60.8 0.6 West North Central 70 450.5 3.8 382.0 " 35
Mixed Use 155.2 1.3 107.2 1.0 West South Central 133 954.3 8.1 900.2 8.2
Othe‘r 384.1 33 252.4 2.3 Canada 918 1,763.8 15.0 1,532.5 13.9
Total $11,805.7 100.0% $10,993.2 100.0%  Total ‘ 2,062 $11,805.7 100.0% $10,993.2 100.0% ,
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Mortgage Loan Comparisons
% of Total % of Total
Carrying Mortgage Carrying Mortgege
Valio  Loens Valuo  Loane @
As of Decombor 31, As of Decomber 31,
2002 2003
in millions)
Delinguent, not in foreclosure $ 81 0.1% $ 344 0.3%
Delinquent, in foreclosure 44.4 0.4 14.2 - 0.1
Restructured 54.8 0.5 285.4 2.8
Subtotal 107.3 1.0 334.0 3.0
Loans foreclosed during period 26.0 0.2 5.0 0.1
Total $133.3 1.2% $339.0 3.1%

(1) As of December 31, 2002 and December 31, 2001 the Company held mortgage loans with a carrying value of
$11.8 biflion and $11.0 billion, respectively.

The table above shows the carrying values of our mortgage loan portfolio that
are delinquent but not in foreclosure, delinquent and in foreclosure, restructured

and foreclosed. The tabie also shows the respective ratios of these items to the
total carrying value of our mortgage loan portfolio. Mortgage loans are classified

as delinquent when they are 60 days or more past due as to the payment of
‘interest or principal. Mortgage loans are classified as restructured when they
are in good standing, but the basic terms, such as interest rate or maturity

Investment Resuits.
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date, have been modified as a result of a prior actual delinquency or an
imminent delinquency. All foreclosure decisions are based on a thorough
assessment of the property’s quality and location and market conditions. The
decision may also reflect a plan to invest additional capital in a property to
make tenant improvements or renovations to secure a higher resale value at a
later date. Following foreclosure, we rely on our real estate investment group’s
ability to manage foreclosed real estate for eventual return to investment reat
estate status or outright sale. )

The aliowance for losses on mongage loans on real estate and real estate to be
disposed of is maintained at a level that is adequate enough to absorb esti-
mated probable credit losses. Management's periodic evaluation of the
adequacy of the allowance for losses is based on past experience, known and
inherent risks, adverse situations that may affect the borrower's ability to repay
(including the timing of future payments), the estimated value of the underlying
security, the general composition of the portfolio, current economic conditions
and other factors. This evaluation is inherently subjective and is susceptible to
significant changeé and no assurance can be given that the aliowances taken
will in fact be adequate to cover all losses or that additional valuation allow-
ances or asset write-downs will not be required in the future. The balance of the
valuation allowance for mortgages and real estate as of December 31, 2002 is
$64.8 million.

Net Investment income. The following table summarizes the Company’s investment results for the periods indicated:

For the Years Ended Docember 31 2002 2001 2000
Yield Amount Yield Amount Yield Amount
(in millions}
General account assets — excluding policy loans
Gross income 6.63% $ 4,043.0 7.60% $ 4,069.4 8.27% $ 4,013.7
Ending invested assets (2 - excluding policy loans 65,030.9 56,986.6 50,252.4
Policy lpans
Gross income ~ 6.09% 1251 6.23% 123.9 6.07% 118.6
Ending assets 2,097.2 2,008.2 1,969.2
Total gross income 6.61% 4,168.1 7.55% 4,193.3 8.19% 4,132.3
Less: investment expenses (234.0) (248.4) (267.5)
Net investment income 6.24% $ 3,934.1 7.09% $ 3,944.9 7.66% $ 3,864.8

(1) 2000's results have been reclassified to conform with 2002 and 2001's p

fon due to a r
investment income to banefits to policyholders.

on of |

returns related to equity indexed universal life insurance policies sold through Mearitime Lifs, from net

{2) Cash and cash equivalents are included In invested assets in the table above for the purposes of calculating yields on income producing assets for the Company.

Net investment income decreased $10.8 million from the prior year. The
decrease was primarily the result of lower yields, partially offset by asset growth
and lower investment expenses. Overall, the 2002 yield, net of investment
expenses, on the general account portfolio decreased to 6.24% from 7.09% in
the prior year. The lower portfolio yield was driven primarily by the sharp drop in
short-term interest rates during the year, which impacts floating rate invest-
ments, and lower yields on investment acquisitions. The change in yields was
impacted by the following drivers:

- As of December 31, 2002, the Company’s asset portfolio had approximately
$12 billion of fioating-rate exposure (primarily LIBOR). This compares to $8.9
billion of exposure as of December 31, 2001. This exposure was created
mostly through interest rate swaps designed to match our floating-rate fiability
portfolio. As of December 31, 2002, approximately 90% of this exposure,
éxcluding cash and short-term investments, was directly offset by exposure to
floating-rate liabilities. Most of the remaining 10% of exposure is in fioating
rate assets acquired for their relative value and is accounted for in the
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portfolio’s interest rate risk management plan. As a result of the drop in short
term rates over the year, as well as the increase in exposure, this floating-rate
exposure reduced the portfolio yield by 60 basis points in 2002 compared to
the prior year.

« Certain of our tax-preferenced investments (lease residual management and
affordable housing limited partnerships) dilute the Company’s net portfolio

_ yield on a pre-tax basis. In 2002, this dilutive effect was 10 basis points,
compared to 8 basis points in 2001. However, adjusting for taxes, these
investments increased the Company’s net income by $7.9 million in 2002
relative to 2001, ’ '

- Due to the late timing of the transaction, the previously described acquisition
of the Allmerica fixed universal life insurance business in December 2002,
resulted in a $0.5 billion invested asset increase, which reduced 2002 net
investment income vields by 3 basis points. The assets related to the

Net Reallzed Investment and Other Galn/(Loss). The following table shows the Company’s net realized investment and other gains (losses) by asset class for the

periods presented:
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transaction were recorded on the last day of the year. Consequently, nb

\

investment income was earned by the Company in 2002 on these assets. |

+ The inflow of new cash for the twelve-month period ending December 31],
i

2002 was invested at rates that were below the portfolio rate. In addition,
maturing assets rolling over into new investments at rates less favorable tha

those available in 2001 also contributed to the decline in yields.

Partially offsetting the effects of these decreases to yields on investments wa
an increase in invested assets and a reduction in investment expenses. |
2002, weighted-average invested assets grew $7,453.2 million, or 13.4%, from]
the prior year. In addition, investment expenses were reduced $14.4 million ir
2002 compared to the prior year. Also included are reductions in corporatg
complex expenses and in depreciation expenses associated with the plannecf
sale of the Company’s home office real estate.

Qross QGaln

Gross Loss Hedging Net Realized Investment
For the Year Endad Decamber 31, 2002 on on A end Other aaln/(l.nas)‘,
(in millions) ‘
Fixed maturity securities $(582.5) $191.4 $(119.2) $(142.6) $(652.9)‘
Equity securities (30.8) 153.9 (28.9) — 94.2
Mortgage loans on real estate — 55.8 (1.2) (35.9) 18.7
Real estate — 13.0 (39.0) - — (26.0)
Other invested assets (61.9) 10.7 (13.0) —_ (64.2)
Derivatives — 63.8 — 41.9 105.7
Subtotal $(675.2) $488.6 $(201.3) $(136.6) $(524.5)
Amortization adjustment for deferred policy acquisition costs 34.6
Amounts credited to participating pension contractholders 23.3
Amounts credited to the policyholder dividend obligation 11.9
Total $(454.7)
Grogs Gain Qross Loss RHedging ot Reslized Investmont
For the Year Ended December 31, 2001 Impalrment on Disposal on Disposal Adjustments and Other Galn/(Loos)
Fixed maturity securities $(399.0) $186.7 $(110.9) $(70.4) $(393.6)
Equity securities (59.3) 276.9 (53.0) —_ 164.6
Mortgage loans on real estate —_ 32.7 (48.6) (6.4) (22.3)
Real estate — 8.1 (56.3) — . (48.2)
Other invested assets (58.0) 23.8 (53.3) — (87.5) |
Derivatives — — — 136.8 136.8
Subtotal $(516.3) | $528.2 $(322.1) $ 60.0 $(250.2) ‘
Amortization adjustment for deferred policy acquisition costs 26.4 ‘
Amounts credited to participating pension contractholders (42.3) .
Amounts credited to the policyholder dividend obligation 17.0
Total $(249.1)

I
the change in fair value of those items. The hedging adjustments of all asset |
classes represent temporary gains or losses caused primarily by interest rate ‘
movements that will reverse over time as the derivatives or assets mature,

The hedging adjustments in the fixed maturities and mortgage loans asset
classes are non-cash adjustments representing the amortization or reversal of
prior fair value adjustments on assets in those classes that were or are des-
ignated as hedged items in fair value hedging relationships. The hedging
adjustments on the derivatives represent noncash adjustments on derivative
instruments and on assets and liabilities designated as hedged items reflecting

In 2002 we realized $156.8 million of losses upon disposal of bonds, $37.6
million of this is due to the write-off of hedging adjustments on these bonds and
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the remaining $119.2 million from the actual foss on the sale. These hedging
- adjustments are solely related to changes in interest rates. We generally intend

: hold securities in unrealized loss positions until they recover. However, we do
sell bonds to manage the portfolio for a variety of reasens, including managing
interest rate risk, managing maximum credit exposures by rating, and in order to
maximize our risk adjusted returns. Sales generate both gains and losses.
ross gains in 2002 exceeded gross losses. Excluding the aforementioned
nedging adjustments, we realized $191.4 million of gains in 2002.

OFf the $119.2 million of realized losses, $85.1 million arose from the sale of
Lecurities with $1 million or more of realized loss, $25.7 million was related to
i claim received on February 24, 2003 related to a prior year disposal and
[$21.7 million came from a bond that defauited rather abruptly due to specific
issues related to classification of expense and possible fraud, going from
investment grade to default. Had the bond not been immediately soid, it would
have been impaired. The next largest realized loss, $7.5 million, was on US
[Treasury sales. We use Treasuries to hedge interest rate risk and this loss was
simply due to changes in interest rates. We realized a $5.5 million joss on the
sale of a utility bond after a rating downgrade caused our position in the utility

sector to exceed our maximum guidelines, $4.2 million and $1.5 million of
losses on 2 bonds resuited from the sale of holding company bonds and pur-
chase of operating company bonds in the same credit family. These “swaps”
were done to maximize relative value as we improved our credit standing for a
madest vieid give-up.

The Company has a process in place to identify securities that could potentially
have an impairment that is other than temporary. This process involves monitor-
ing market events that could impact issuers’ credit ratings, business climate,
management changes, litigation and government actions, and other similar
factors. This process also involves monitoring late payments, downgrades by
rating agencies, key financial ratios, financial statements, revenue forecasts
and cash flow projections as indicators of credit issues.

At the end of each quarter, our Investment Review Committee reviews all secu-

rities where market value is fess than ninety percent of amortized cost for three
" months or more to determine whether impairments need to be taken. This
committee includes the head of workouts, the head of each industry team, the
. head of portfolio management, and the chief investment officer. The analysis
| focuses on each company’s or project's ability to service its debts in a timely
! fashion and the fength of time the security has been trading below cost. The
/' results of this analysis are reviewed by both our external auditors and the Life
| Company's Committee of Finance, a subcommittee of the Life Company's Board
! of Directqrs, quarterly. This quarterly process includes a fresh assessment of
the credit quality of each investment in the entire fixed maturities portfolio.

The Company considers relevant facts and circumstances in evaluating whether
the impairment of a security is other than temporary. Relevant facts and circum-
stances considered include (1) the length of time the fair value has been below
cost; (2) the financial position of the issuer, including the current and future
impact of any specific events; and (3) the Company’s ability and intent to hold
the security to maturity or until it recovers in value. To the extent the Company
determines that a security is deemed to be other than temporarily impaired, the
-difference between amortized cost and fair value would be charged to earnings.

There are a number of significant risks and uncertainties inherent in the process
of monitoring impairments and determining if an impairment is other than
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temporary. These risks and uncertainties include (1) the risk that our assess-
ment of an issuer’s ability to meet all of its contractual obligations will change
based on changes in the credit characteristics of that issuer, (2) the risk that
the economic outiook will be worse than expected or have more of an impact on
the issuer than anticipated, (3) information, or fraudulent financial statements,
could be provided to our investment professionals who determine the fair value
estimates and other than temporary impairments, and (4) the risk that new
information obtained by us or changes in other facts and circumstances lead us
to change our intent to hold the security to maturity or until it recovers in value.
Any of these situations could result in a charge to earnings in a future period.

As disclosed in our discussion of the Results of Operations in this MD&A, the
Company recorded losses due to other than temporary impairments of fixed
maturity securities for the year ended December 31, 2002 of $620.7 million
(including impairment losses of $582.5 million and $38.2 million of previously
recognized gains where the bond was part of a hedging relationship). The follow-
ing list shows the largest losses recognized during the year, the related circum-
stances giving rise to the loss and a discussion of how those circumstances
impacted other material investments held. Unless noted otherwise, all of the
items shown are impairments of securities held at December 31, 2002,

+ $113.2 million (including an impairment loss of $99.4 million and $13.8
million in previously recognized gains where the bonds were part of a hedging
relationship). on fixed maturity securities relating to a national airfine that
faced heavy operating losses due to the economic downturn, a high cost
structure, and competition from low-cost carriers. This national airline filed for
Chapter 11 bankruptcy protection. We also have $88.9 million in Enhanced
Equipment Trust Certificates (EETC) investments with this national airline on
which we do not anticipate a loss due to very low initial loan-to-values and the
attractiveness of the underlying aircraft.

- $56.1 million on a large energy company that filed for Chapter 11 bankruptcy
protection in late 2001. $47.6 million is on redeemable preferred stock
secured by equity investments in energy storage and transportation assets in
Latin America, predominantly Argentina. Continued economic weakness and
devaluation of the Argentina Peso suggested the value of the investments -
securing the Company’s redeemable preferred stock has dropped significantly.
Consequently, we impaired the redeemable preferred stock investments and
have now assigned no vaiue to these assets. The remaining $8.5 miltion is for
a bond issuer affiliated with this large energy company.

- $33.5 million (including an impairment loss of $31.7 million and $1.8 miltion
in previously recognized gains where the bonds were part of a hedging
relationship) on fixed maturity securities for a unregulated power and pipeline
energy company. The unregulated power and pipeline energy company’s
problems stem from a decline in profits in its merchant energy business plus
the high debt leverage from a plant construction program. We also took a
$5.14 million impairment loss on a secured loan to a subsidiary of this
company. The oversupply of power in the market is generally hurting all
utilities as previously described in our investment sector analysis.

+ $31.6 million of fixed maturity investments of U.K. based projects providing
power and other essential services to an industrial complex. The projects
‘suffered from a combination of high leverage and excess capacity in the U.K.
power market. We have two other loans with a total carrying value of $99.2
mitlion to companies participating in the U.K. power market. $59.0 million is
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backed by a U.K. pump storage facility investment where debt service
coverages have heen reduced by the weak environment for power in the U.K.,
but we continue to anticipate positive debt service coverages for this
investment. $40.2 million is a foan to the owner of a U.K. regional electric
company. Regional electric companies have monopolies to distribute and
supply power to their regions and hence are less affected by the over supply
of power.

- $48.0 million (including an impairment loss of $41.6 million and $6.4 miliion
in previously recognized gains where the fixed maturities were part of a
hedging relationship) on secured financings backed by an airline, or its
subsidiaries that filed for Chapter 11 bankruptcy protection during the third
quarter. With the bankruptey filing, the aitline had the right to affirm or reject
certain leases on aircraft, which underlie these collaterized structured

financing investments. We have resolved most of the lease terms, including

rates, but continue to negotiate new lease rates on any aircraft leases that
were rejected and have written down these loans to fair vaiue based on the
appraised value of the underlying aircraft. We have $85.9 million of other
secured investments with this airline that are guaranteed by AA or higher rated
guarantors and $33.5 million rated investment grade that are not guaranteed.
Finally, we have $22 million in equity leveraged leases that were affirmed.
Hence, we expect no payment defauits and no loss on these investments.

+ $45.5 million on securities issued by the holding company of a large domestic
power producer that was downgraded to below investment grade status in July
due to liquidity concerns. We also hold senior debt of $61.0 million at various
projects of subsidiaries of this holding company that is supported by the cash
flows of those projects and does not depend on the financial support of the
parent. The oversupply of power in the market is generally hurting all utilities
as previously described in our investment sector analysis.

+ $35.3 million on issuers affiliated with the Argentina government and other
investments in that country, due to the continued political and economic
difficulties of that country. We hold a number of other investments in Argentina
that we expect to collect according to the origina!l terms of the agreements.
They consist of mainiy oil and gas investments dependent upon U.S. dollar
based cash flows. We intend to hold these until they recover or mature.

- $33.8 million on securities issued by a large telecommunications company
that fited for bankruptcy in July. $22.0 million of this amount was the loss on
sale of holdings that were sold in response to the issuer fosing its investment
grade rating. While the issuer had specific issues related to classification of
expenses and possible fraud, the telecommunications industry in general is
under extreme pressure. Our exposure in this sector has typically been limited
1o large investment grade names with solid assets backing the investments.
We continue to carefully monitor developments within the sector, ‘

$28.3 miliion on fixed maturity securities relating to an oil field service
company. This oil fietd service company's problems stem from a combination
of excess industry capacity and high leverage. We do hold another $33.5
million investment in this Company which is secured and, based on that
security, is expected to continue its schgduled payments.

+ $19.2 millien on redeemable preferred stock of a technology based
manufacturer of engineering products with a tight liquidity position. The
circumstances of this impairment has no impact on other investments.
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-+ $19.0 million on securities of an Australian power project that failed to producé
the benefits expected from the deregulation of that country's power industry.

The circumstances of this impairment has no impact on other investments. |

- $24.8 million on redeemable preferred stock of a large domestic fan
cooperative due to the cyclical nature of the business and a heavy debt load
The circumstances of this impairment has no impact on other investments.

+ $13.6 miilion on securities of a diversified producer of single-use, special
medica) products. This diversified producer of single-use, speciaity medica
products’ cash flow deteriorated significantly due to increased competition
and the loss of a major customer. The circumstances of this impaired
investment has no impact on other investments.

$9.9 million on subordinated private placement securities funding a toll road
between the US and Mexico. We also hold $27.0 million of senior securities|
in this project. The regulatory authorities are working on the sale of this toll
road which we expect to result in the full recovery of these senior bonds.

+ $16.9 million on securities issued by a Mexican producer of corrugated boxes

and newsprint. During the 1990’s this company grew by acquisitions financed
with debt. Today this company suffers from high leverage and low prices for
newsprint and containerboard. The circumstances of this impairment has no
impact on other investments.

The Company recorded losses due to other than temporary impairments of CDO
equity investments of $61.9 million. Default rates on high yield bonds (as
reported by Moody’s) in 2002 were well above the average of the prior 20 years
of 2.9%. Equity in these CDOs take the first loss risk in a pool of high yield debt
and hence underperform in a high yield defauilt environment. These impairments
were recognized using the guidance in EITF 99-20. We have a total remaining
carrying value of $48.7 million of CDO equity as of December 31, 2002, which
is currently supported by expected cash flows.

The Company also recognized losses on other than temporary impairments of

common stock of $30.8 million as the result of market values falling below cost |
for more than six months, and loss on disposal of $39.0 million on real estate .

as the declining real estate market impacts some of our foreclosed properties

held for sale. Offsetting these losses were $191.4 million of gains on disposal of |
|

fixed maturities resulting primarily from gains on sale and fee income from the |

early repayment by the borrower of private placement securities, gains of $153.9 ‘

mitlion on the sale of equity securities as part of our overall investment strategy
of using equity gains to minimize credit losses in the tong term and gains of

v
|

$55.8 million on the disposal of mortgage leans resulting primarily from pre- :

payments,

Recelvabls from Allmetica Flnanclal Corporation

As of December 31, 2002 the Company acquired the fixed universal life
insurance business of Alimerica Financial Corporation {Alimerica). The resuit of
this reinsurance agreement was the obligation of Allmerica to transfer $471.1
million in financial assets and the rights and obligations to approximately
48,000 fixed universal life insurance policies to the Company. The obligation to
transfer these assets was created at the signing of the agreement on December
31, 2002 therefore the receivable was recorded at an estimated balance. The
$471.1 million premium receivable at December 31, 2002 has been offset by
fixed maturity securities at a carrying vatue of $470.3 million and $0.8 million
in cash and cash equivalents and $75.6 million in policy loans have also been
recorded as of December 31, 2002.
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Fixed Maturity Securities — By Industry Classification Inciuded in Alimerica
Receivabie

As of Decembaer 31, 2002
Total Carrying Vatus

(in mitlions)

Corporate securities:

Banking and finance $ 23.1
Communications 57.4
Manufacturing 55.7
Oil & gas 23.0
Services / trade 75.0
Transportation 11.1
Total Corporate Securities 245.3
Asset-backed and mortgage-backed securities 225.0
Total $470.3

Fixed Maturity Securities - By Credit Quality Included In Allmetica Recelvabie
SVO Rating ~ S&P Equivalent Deslgnation Carrying Yalue % of Total
As of Docember 31, 2002
{in miftions)
1 AAA/AA/A $300.9 64.0%
2 BBB 169.4 36.0
3 BB - -
| 4 B - -
5 CCC and lower _ -
6 In or near default - -
Total $470.3 100.0%
\ [

Liquidity and Capital Resources

Liquidity describes the ability of a company to generate sufficient cash flows to
meet the immediate needs to facilitate business operations. John Hancock
Financial Services, Inc. (the Company) is an insurance holding company. The
assets of the Company consist primarily of the outstanding capital stock of the
Life Company, John Hancock Canadian Hoidings Limited (Maritime Life's parent)
and investments in other international subsidiaries. The Company’s cash flow
primarily consists of dividends from its operating subsidiaries and proceeds
from the Company's debt offerings (see Note 7 — Debt and Line of Credit) offset
by expenses, shareholder dividends and stock repurchases. As a holding com-
pany, the Company’s ability to meet its cash requirements, inciuding, but not
limited to, paying interest on any debt, paying expenses related to its affairs,
paying dividends on its common stock and repurchasing the Company’s com-
mon stock pursuant to the board of director's approved plan, substantially
depends upon dividends from its operating subsidiaries.

State insurance laws generally restrict the ability of insurance companies to pay
cash dividends in excess of prescribed limitations without prior approval. The
Life Company's limit is the greater of 10% of the statutory surplus or the prior
calendar year's statutory net gain from operations of the Life Company. The abil-
ity of the Life Company, JHFS’ primary operating subsidiary, to pay shareholder
dividends is and will continue to be subject to restrictions set forth in the
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insurance laws and regulations of Massachusetts, its domiciliary state. The
Massachusetts insurance law limits how and when the Life Company can pay
shareholder dividends. The Life Company, in the future, could also be viewed as
being commercially domiciled in New York. If so, dividend payments may also
be subject to New York's holding company act as well as Massachusetts law.
JHFS currently does not expect such regulatory requirements to impair its ability
to meet its liquidity and capital needs. However, JHFS can give no assurance it
will declare or pay dividends on a regular basis.

In February and May 2002, the Commissioner of Insurance for the Common-
wealth of Massachusetts approved, and the Life Company paid, dividends to
JHFS in the amount of $11.0 million and $100.0 million, respectively. None of
these dividends was classified as extraordinary by state regulators, Both divi-
dend payments were cash transfers. The funds from the dividends, together

- with the net proceeds of the Company's 2000 stock offering, were principally

used to repurchase JHFS common stock and pay $92.2 million in dividends to
JHFS common shareholders, JHFS paid a dividend on its common stock of
$0.32 per share on December 11, 2002 to shareholders of record as of
November 18, 2002.

Sources of cash for the Company's insurance subsidiaries are from premiums,
deposits and charges on policies and contracts, investment income, maturing
investments, and proceeds from sales of investment assets. Our liquidity
requirements relate principally to the liabilities associated with various
insurance, annuity, and structured investment products, and to the funding of
investments in new products, processes, and technology and general operating
expenses. Product liabilities include the payment of benefits under insurance,
annuity and structured investment products and the payment of policy sur-
renders, withdrawals and policy loans. The Company periodically adjusts its
investment policy to respond to changes in shortterm and longterm cash
requirements and provide adequate funds to pay benefits without forced sales
of investments.

The liquidity of our insurance operations is also related to the overall quality of
our investments. As of December 31, 2002, $41,743.2 million, or 88.8% of the
fixed maturity securities held by us and rated by Standard & Poor’'s Ratings
Services, a division of the McGraw-Hill Companies, Inc. (S&P) or the National
Association of insurance Commissioners were rated investment grade (BBB- or
higher by S&P, Baa3 or higher for Moody's, or 1 or 2 by the National Associa-
tion of Insurance Commissioners). The remaining $5,261.9 miflion, or 11.2% of
fixed maturity investments, were rated non-investment grade. For additional
discussion of our investment portfolio see the General Account Investments
section of this Management's Discussion and Analysis of Financial Condition
and Results of Segment Operations.

We employ an asset/liability management approach tailored to the specific
requirements of each of our product lines. Each product line has an investment
strategy based on the specific characteristics of the liabilities in the product
line. As part of this approach, we develop investment policies and operating
guidelines for each portfolio based upon the return objectives, risk tolerance,
liquidity, and tax and regulatory requirements of the underlying products and
business segments.

Net cash provided by operating activities was $2,561.1 million, $2,633.8 million,
and $2,042.2 million for the years ended December 31, 2002, 2001 and 2000,
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respectively. Cash flows from operating activities are affected by the timing of
premiums received, fees received and investment income. The $72.7 decrease
in 2002 compared to 2001 resulted primarily from a $422.5 million decrease in
premiums received and a $129.0 million increase in expenses offset by a
$153.5 million decrease in benefits paid, and a $143.3 million increase in net
investment income received. The increase in 2001 compared to 2000 resulted

primarily from an increase in premiums received and investment income.

Net cash used in investing activities was $6,714.1 million, $6,782.9 million,
and $1,809.4 million for the years ended December 31, 2002, 2001 and
2000, respectively. Changes in the cash provided by investing activities primar-
ily relate to the management of the Company’s investment portfolios and the
investment of excess capital generated by operating and financing activities.
The decrease in net cash used in 2002 as compared to 2001 resulted from a
$12.8 billion decrease in acquisitions of fixed maturities offset by a $11.4 bil-
lion decrease in sales, maturities and redemptions of fixed maturity securities
in 2002 compared 1o the prior year. The decrease was offset by increased net
purchases of mortgages and short-term investment over prior year. The increase
in cash used in 2001 as compared to 2000 resulted primarily from a larger
increase in acquisitions of fixed maturities during the year ended December 31,
2001 than their sales, maturities and redemptions as compared to the prior
year period.

Net cash provided by financing activities was $4,029.9 million, $2,182.8 mil-
lion and $1,229.3 for the years ended December 31, 2002, 2001 and 2000,
respectively. Changes in cash provided by financing activities primarily relate to
the issuance of equity securities or debt, borrowings or repéyments of the
company's debt, treasury stock activity and excess deposits or withdrawals
under investment type contracts. The increase in 2002 as compared to 2001
resufted from a $1,589.9 million increase in deposits net of cash payments
made on withdrawals of universal life insurance and investment-type contracts.
Deposits on such universal life insurance and investmenttype contracts
exceeded withdrawals by $3,914.7 million and $2,324.8 million for the years
ended December 31, 2002 and December 31, 2001, respectively. The Corhpa-
ny’s acquisitions of treasury stock decreased to $385.0 million in 2002 as
compared to $580.4 million in 2001. The increase in 2001 compared to 2000
is attributed to an increase in universal life and investment-type contract depos-
its net of withdrawals and maturities and the Company’s issuance of $776.0
million in long-term debt in 2001, 'including a medium-term bond issue for
$500.0 million maturing in 2008. These increases were partially offset by the
non-recurrence of the impact from the prior year IPO and the continuation of the
treasury stock repurchase program.

On October 26, 2000, the Company announced that its Board of Directors
authorized a stock repurchase program, with no termination date, under which
the Company was authorized to purchase up to $500 million of its outstanding
common stock. On August 8, 2001, the Company's board of directors authorized
a $500 million increase to the stock repurchase program. On June 21, 2002,
the Company's board of directors authorized a second increase of $500 million
to the stock repurchase program, bringing the total amount authorized to be
used to repurchase Company stock to $1.5 billion. Under the stock repurchase
program, purchases have been and will be, made from time to time, depending
on market conditions, business opportunities and other factors, in the open
market or through privately negotiated transactions. Through December 31,
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2002, the Company has repurchased 29.5 million shares with a total cost of
$1,056.4 million, of Which 11.0 million shares were repurchased in 2002 at a
cost of $384.8 million. At December 31, 2002, the Company was not actively
repurchasing its common stock but will continue to assess when it might
resume repurchases of its common stock under the stock buyback program.

Cash flow requirements are also supported by a committed line of credit of $1.0
biliion, through a syndication of banks including Fleet National Bank, JPMorgan
Chase, Citicorp USA, Inc., The Bank of New York, The Bank of Nova Scotia,
Fleet Securities, inc. and JPMorgan Securities, Inc., and an effective shelf regis-
tration statement which initially provided for the issuance, from time to time, of
up to $1 billion of the Company’s debt and equity securities. The tine of credit

. agreement provides for two facilities: one for $500 million pursuant to a 364~

day commitment (renewed effective July 26, 2002) and a second multi-year
facility for $500 mitlion (renewable in 2005). The line of credit is available for
general corporate purposes. The line of credit agreement contains various cove-
nants, among these being that shareholders’ equity meet certain requirements.
To date, we have not borrowed any amounts under the line of credit. O‘
November 29, 2001, JHFS sold, under the $1.0 billion shelf registration sta’tjj
ment, $500.0 million in 7-year senior unsecured notes at a coupon of 5.625%)
with the proceeds used for general corporate purposes. The remaining capacitx}(

of the sheif registration is currently $500.0 million. ‘

As of December 31, 2002, we had $1,685.4 million of principal and interes{
amounts of debt outstanding consisting of $498.8 million of medium-terﬂ
bonds, $447.4 millioh of surplus notes, $251.2 million of Canadian debt
$238.6 miltion of other notes payable and $249.4 million in commercial paper,
During 2002, the Company issued in aggregate $1.0 billion in commercial paperJ
of which $250.0 million was outstanding at December 31, 2002. The commer-
cial paper program established at the Company has replaced the commercial
paper prdgram at its indirect subsidiary, John Hancock Capital Corporation.

A primary liquidity concemn with respect to life insurance and annuity products is
the risk of early policyholder and contractholder withdrawal. The following table
summarizes our annuity policy reserves and deposit fund liabilities for the con-
tractholder’s ability to withdraw funds for the indicated periods:

Amount % Amount %
As of December 31, 2002 2001
{in miilionc)
Not subject to discretionary .
withdrawal provisions $29,375.0 77.3% $27,070.5 80.6%

Subject to discretionary withdrawal

adjustment:
With market value adjustment 343.1 0.9% 405.6 1.2
At contract value 2,642.1 6.7% 2,319.4 6.9
Subject to discretionary withdrawal

at contract value less surrender .

charge 5,726.2 15.1% 3,784.8 11.3]

Total annuity reserves and deposit

funds liability $37,086.4 100.0% $33,580.3 100.09

Individual life insurance policies are less susceptible to withdrawal than are
individual annuity contracts because policyhoiders may incur surrender charges
and undergo a new underwriting process in order to obtain a new insurance
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policy. Annuity benefits under group annuity contracts are generally not subject
to early withdrawal. As indicated in the table abové, there is a substantial per-
centage of annuity reserves and deposit fund liabilities that are not subject to
withdrawal. As a matter of policy, we seek to include provisions limiting with-
drawal rights from general account institutional structured investment products.
These include GICs and funding agreements sold to plan sponsors where the
contract prohibits the contractholder from making withdrawals other than on a
scheduled maturity date. In addition, none of these obligations can be accel-
erated based on any change in the Company’s credit rating.

I\ndividua! life insurance policies (other than term life insurance) increase in
cash value over their lives. Policyholders have the right to borrow from us an
amount generally up to the cash value of their policy at any time. As of
December 31, 2002, we had approximately $18.6 biition in cash values in
which policyholders have rights to policy loans. The majority of cash values

Contractual Obligations as of December 31, 2002
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eligible for policy loans are at variable interest rates, which are reset annually
on the policy anniversary. Moreover, a portion of our fixed interest rate policy
loans have features that provide for reduced crediting rates on the portion of
cash values loaned. The amount of policy loans has remained consistent over
the past three years, at approximately $2.1 billion, $1.6 billion of which are in
the closed block at December 31, 2002.

The following tables summarize the Company's information about contractual

-obligations and other commercial commitments by due date and expiration date

as of December 31, 2002. Contractual obligations of the Company are those
obligations fixed by agreement as to dollar amount and date of payment. Other
commercial commitments are those commitments entered into by the Company
with known expiration dates. These obligations are inputs into the Company’s
asset fiability management system described eisewhere in this document.

Leas than
Payments dus by pariod Totat 1 year 13 yoars 45 years Aftor 5 yoars
(in| mittions)
Debt $ 16854 $ 3489 $ 478 $ 261 $ 1,262.86
Consumer notes 296.0 — 4.8 39.0 252.2
GIC's 7.,4986.0 1,672.4 2,903.2 1,306.6 1,613.8
. Funding agreements 13,988.2 2,032.2 4,516.3 3,303.8 4,135.9

nstitutional structured settiements 3,209.9 15.5 31.9 32.4 3,130.1
Annuity certain 12,405.6 661.7 1,438.2 1,128.9 9,176.8
Investment commitments 1,942.8 1,942.8 — — -
Qtther insurance liabilities 35.1 — — — 35.1
Operating lease obligations 273.1 343 54.0 73.9 110.9
Qther long-term obligations 19.9 7.4 0.1 7.4 5.0
Total contractual cash obligations $41,352.0 $6,715.2 $8,996.3 $5,918.1 $19,722.4
Other Commerclal Commitments as of December 31, 2002

o Total Amounts  Lesa than Over
Amount of commitment expiration per period Committed 1 year 1:3 years 48 yoars 5 years
(Lp militons)
Qines of credit - - - - -
g»tandby letters of credit $0.1 - $0.1 - -

@Guarantees

2.7 $0.4 1.5 $0.8 -

Standby repurchase obligations

Other commercial commitments

0.9 0.9 - - -

b
@ther commitments

otal commercial commitments

$3.7 $1.3 $1.6 $0.8

The risk-based capital standards for life insurance companies, as prescribed by
the National Association of insurance Commissioners, establish a risk-based
rapital ratio comparing adjusted surplus to required surplus for each of our
United States domiciled insurance subsidiaries. If the risk-based capital ratio
falls outside of acceptable ranges, regulatory action may be taken ranging from
ncreased information requirements to mandatory control by the domiciliary

insurance department. The risk-based capital ratios of all our insurance sub-
sidiaries as of December 31, 2002, were above the ranges that would require
regulatory action.

We maintain reinsurance programs designed to protect against large or unusual
fosses. Based on our periodic review of our reinsurers’ financial statements,
financial strength ratings and reputations in the reinsurance marketplace, we
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believe that our reinsurers are financially sound, and, therefore, that we have no
significant exposure to uncollectible reinsurance in excess of uncollectible
amounts recognized in our consolidated financial statements.

Given the historical cash flow of our subsidiaries and current financial results,
management believes that the cash flow from the operating activities over the
next year will provide sufficient liquidity for our operations, as well as to satisfy
debt service abtigations and to pay other operating expenses. Although we
anticipate that we will be able to meet our cash requirements, we can give no
assurances in this regard.

Quantitative and Qualitative information About Market Risk

Capltal Markets Risk Management. The Company maintains a disciplined,
comprehensive approach 1o managing capital market risks inherent in its busi-
ness and investment operations.

To mitigate capital market risks, and effectively support Company objectives,
investment operations are organized and staffed to focus investment manage-
ment expertise on specific classes of investments, with particular emphasis
placed on private placement markets. In addition, a dedicated unit of asset/
liability risk management (ALM) professionals centralizes the Life Insurance
Company's and its U.S. Life Insurance subsidiaries’ implementation of the
interest rate risk management program. As an integral component of its ALM
program, derivative instruments are used in accordance with risk reduction
techniques estghlished through Company policy and with formal approval
granted from the New York Insurance Department. The Company’'s use of
derivative instruments is monitored on a regular basis by the Company’'s
Investment Compliance Department and reviewed quarterly with senior
management and the Committee of Finance of the Company’s wholly-owned
subsidiary, John Hancock Life insurance Company, (the Company’'s Committee
of Finance).

The Company’s principal capital market exposures are credit and interest rate
risk, which includes the impact of inflation, although we have certain exposures
to changes in equity prices and foreign currency exchange rates. Credit risk
pertains to the uncertainty associated with the ability of an obligor or counter-
party to continue to make timely and complete payments of contractual principal
and interest. Interest rate risk pertains to the change in fair value that occurs
within fixed maturity securities or liabilities as market interest rates move.
Equity and foreign currency risk pertain to price fluctuations, associated with the
Company’s ownership of equity investments or non-US doilar denominated
investments‘and liabilities, driven by dynamic market environments.

Credlt Risk. The Company manages the credit risk inherent in its fixed maturity
securities by applying strict credit and underwriting standards, with specific lim-
its regarding the proportion of permissible below-investment-grade holdings. We
also diversify our fixed maturity securities with respect to investment quality,
issuer, industry, geographical, and property-type concentrations. Where possi-
ble, consideration of external measures of creditworthiness, such as ratings
assigned by nationally recognized rating agencies such as Moody’s and Stan-
dard & Poor’s, supplement our internal credit analysis. The Company uses simu-
fation models to examine the probability distribution of credit losses to ensure
that it can readily withstand feasible adverse scenarios. In addition, the Com-
pany periodically examines, on various levels of aggregation, its actual default
loss experience on significant asset classes to determine if the losses are
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consistent with the (1) levels assumed in product pricing, and (2) rating agen-
cies’ quality-specific cohort default data. These tests have generally found the
Company's aggregate experience to be favorable relative to the external bench-

|
marks and consistent with priced-for-levels.

The Company has a process in place that attempts to identify securities that
could potentially have an impairment that is other than temporary. This process
involves monitoring market events that could impact issuers’ credit ratings,
business climate, management changes, acquisition, litigation and government
actions, and other similar factors. This process also involves monitoring late
payments, downgrades by rating agencies, key financial ratios, financial state-
ments, revenue forecasts and cash flow projections as indicators of credit
issues,

At the end of each guarter, our Investment Review Committee reviews all secu-
rities where market value is less than ninety percent of amortized cost for three
months or more to determine whether impairments need to be taken. This
committee includes the head of workouts, the head of each industry team, apd
the head of portfolio management. The analysis focuses on each company’s or
project’s ability to service its debts in a timely fashion and the length of ti

the security has been trading below cost. The results of the analysis afe
reviewed by the Life Company’s Committee of Finance, a subcommittee of the
Life Company's Board of Directors, guarterly. To supplement this process, a
annual review is made of the entire fixed maturity portfolic to assess credit
quality, including a review of all impairments with the Life Company’s Commit-
tee of Finance.

The Company considers and documents relevant facts and circumstances |n
evaluating whether the impairment of a security is other than temporary. Rel
vant facts and circumstances considered include (1) the length of time the fair
value has been below cost; (2) the financial position of the issuer, including the
current and future impact of any specific events; and (3) the Company’s abili

and intent to hold the security to maturity or until it recovers in value. To the
extent the Company determines that a security is deemed to be other thaln
temporarily impaired, the difference between amortized cost and fair valué
would be charged to earnings. ‘

i

|

There are a number of significant risks and uncertainties inherent in the proces
of monitoring impairments and determining if an impairment is other thai
temporary. These risks and uncertainties include (1) the risk that our assess-
ment of an issuer's ability to meet all of its contractual obligations will chang%g
based on changes in the credit characteristics of that issuer, (2} the risk that
the economic outlook will be worse than expected or have more of an impact on
the issuer than anticipated, (3) information, or fraudulent financial statementé,
could be provided 10 our investment professionals who determine the fair vam1
estimates and other than temporary impairments and (4) the risk that new
information obtained by us or changes in other facts and circumstances lead u

to change our intent to hold the security to maturity or until it recovers in value.

Any of these situations could result in a charge to earnings in a future period t
the extent of the impairment charge recorded. Because the majority of our port;
folio is classified as available-for-sale and held at fair value with the relate
unrealized gains (losses) recorded in shareholders’ equity, the charge to earn
ings should not have a significant impact on shareholders’ equity. |
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As'of December 31, 2002 and 2001, the Company's fixed maturity portfolio
wa;'s, comprised of 88.8% and 88.3% investment grade securities and 11.2%
and 11.7% below-investment-grade securities, respectively. These percentages
are consistent with recent experience and indicative of the Company's long-
standing investment philosephy of pursuing moderate amounts of credit risk in
return for higher expected returns. We believe that credit risk can be success-
fully managed given our proprietary credit evaluation models and experienced
personnet.

Interest Rate Risk. The Company maintains a tightly controlled approach to
managing its potential interest rate risk. interest rate risk arises from many of
our primary activities, as we invest substantial funds in interest-sensitive assets
to support the issuance of our various interest-sensitive liabilities, primarily
within our Protection, Asset Gathering and Guaranteed and Structured Financial
Products Segments.

Wé manage interest rate sensitive segments of our business, and their support-
ing investments, under one of two broadly defined risk management methods
designed to provide an appropriate matching of assets and liabilities. For guar-
anteed rate products, where contractual liability cash flows are highly predict-
able (e.g., GICs or immediate annuities) we apply sophisticated duration-
matching techniques to manage the segment’'s exposure to both parallel and
non-parallel yield curve movements. Typically this approach involves a targeted
duration mismatch of zero, with an operational tolerance of less than +/- 18
days, with other techniques used for limiting exposure to non-paraliel risk. Dura-
tion measures the sensitivity of the fair value of assets and liabilities to
changes in interest rates. For example, should interest rates increase by 100
basis points, the fair value of an asset with a 5-year duration is expected to
decrease in value by approximately 5.0%. For non-guaranteed rate products we
apply scenario-modeling technigues to develop investment policies with what we
believe to be the optimal risk/return tradeoff given our risk constraints. Each
scenario is based on near term reasonably possible hypothetical changes in
interest rates that illustrate the potential impact of such events.

We project asset and liability cash flows on guaranteed rate products and then
discount them against credit-specific interest rate curves to attain fair values.
Duration is then calculated by re-pricing these cash flows against a modified or
“shocked” interest rate curve and evaluating the change in fair value versus the
hase case. As of December 31, 2002 and 2001, the fair value of fixed maturity
securities and mortgage loans supporting duration managed liabilities was
approximately $36,143.0 million and $30,990.3 million, respectively. Based on
the information and assumptions we use in our duration caiculations in effect
as of December 31, 2002, we estimate that a 100 basis point immediate,
;!aralle\ increase in interest rates {“rate shock”) would have no effect on the net
fair value, or surplus, of our duration managed assets and liabilities based on
qur targeted mismatch of zero, but could be -/+ $18.1 million based on our
@perational tolerance of 18 days.

Yhe risk management method for non-guaranteed rate products, such as whole
Iffe insurance or single premium deferred annuities, is less formulaic, but more
ompiex, due to the less predictable nature of the liability cash flows. For these
products, we manage interest rate risk based on scenario-based portfolio model-

iing that seeks to identify the most appropriate investment strategy given prob-
ble policyholder behavior and liability crediting needs under a wide range of
nterest rate environments. As of December 31, 2002 and 2001, the fair value
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of fixed maturity securities and mortgage loans supporting liabilities managed
under this modeling was approximately $32,982.6 million and $24,205.8 mil-
lion, respectively. A rate shock {as defined above) as of December 31, 2002
would decrease the fair value of these assets by $1,211.9 million, which we
estimate would be offset by a comparable change in the fair value of the asso-
ciated liabilities, thus minimizing the impact on surplus.

Derjvative Instruments

The Company-uses a variety of derivative financial instruments, including
swaps, caps, floors, and exchange traded futures contracts, in accordance with
Company investment policy. Permissible derivative applications include the
reduction of economic risk (i.e., hedging) related to changes in yields, prices,
cash flows, and currency exchange rates. In addition, certain limited applica-
tions of income generatioh are allowed. Examples of this type of use include the
purchase of call options to offset the sale of embedded options in Company
liability issuance or the purchase of swaptions to offset the purchase of
embedded put options in certain investments. The Company does not make a
market or trade derivatives for speculative purposes.

As of January 1, 2001, SFAS No. 133 became effective for all companies report-
ing under GAAP in the United States. Briefly stated, SFAS No. 133 requires that
all derivative instruments must be recorded as either assets or liabilities on the
Company's balance sheet, with quarterly recognition thereafter of changes in
derivative fair values through its income statement. The income effect of
derivatives that meet all requirements of a “qualified hedge” under SFAS No.
133 guidance may be offset, in part or in its entirety, by recognition of changes
in fair value on specifically identified underlying hedged-items. These hedged-
items must be identified at the inception of the hedge and may consist of
assets, liabilities, firm commitments or forecasted transactions. Depending
upon the designated form of the hedge (i.e., fair value or cash flow), changes in
fair value must either be recorded immediately through income or through
shareholders’ equity (other comprehensive income) for subsequent amortization
into income.

Through the year ended December 31, 2002, the reported income volatility
attributable to SFAS No. 133 accounting treatment was $21.6 million and well
in line with our pre-SFAS No. 133 implementation expectations. We also
reported income volatility of $104.4 million during 2002 due to GAAP
derivatives accounting treatment on options that predated SFAS No. 133. This
volatility relates to the “inherent ineffectiveness” associated with markingto-
market each quarter out-ofthe-money interest rate and equity options. These
options hedge interest rate and equity risks present in certain of our asset and
liability portfolios. The Company continues to seek process improvements to
further reduce expected income volatility, without unduly hindering our objective
of aggressively managing economic tisks inherent in its fines of business.

The Company's Investment Compliance Unit monitors all derivatives activity for
consistency with internal policies and guidelines. All derivatives trading activity is
reported monthly to the Company’'s Committee of Finance for review, with a
comprehensive governance report provided jointly each quarter by the Company’s
Derivatives Supervisory Officer and Chief Investment Compliance Officer. The
table below reflects the Company’s derivative positions hedging interest rate risk
as of December 31, 2002, The notional amounts in the table represent the basi'?~
on which pay or receive amounts are calculated and are not reflective of credit
risk. These fair value exposures represent only a point in time and will be subject
to change as a result of ongoing portfolio and risk management activities.
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Management's Discussion and Analysis of
Financial Condition and Results of Operations

Falr Veluo
Welghtsd \
‘Notlons! Avorage Terms ~100 Besis As of +100 B“.mls
As of December 3%, 2002 Amount (Yeers)  Polmt Chengo (2)  42/31/02  Point Chengo (2)
{tn millions, excapt for Walghtod-Avercgo Tarms)
Interest rate swaps $21,142.0 9.2 $(979.0) $(843.5) $(691.4)
CMT swaps 155.7 0.6 2.1 2.0 2.0
Futures contracts (1) 292.4 6.5 4.6 0.2 (4.6)
Interest rate caps 709.3 5.3 13.4 15.9 23.1
Interest rate floors 4,593.0 7.3 194.2 93.2 40.1
Swaptions 30.0 22.4 {7.0) {3.2) {1.0)
Totals $26,922.4 $(771.7) $(735.4) $(631.8)

{1) Represents the noticnal value of open contracts as of December 31, 2002.

{2) The selection of a 100 basis point immediate change in interest rates should not be construed as a prediction by us of future market events but rather as an illustration of the potential impact of such an event.

Our non-exchange-traded derivatives are exposed to the possibility of loss from
a counterparty failing to perform its obligations under terms of the derivative
contract. We believe the risk of incurring losses due to nonperformance by our
counterparties is remote. T¢ manage this risk, Company procedures include
(a) the on-going evaluation of each counterparty’s credit ratings, (b) the applica-
tion of credit limits and monitoring procedures based on an internally devel-
oped, scenario-based risk assessment system, (c) quarterly reporting of each
counterparty’s “potential exposure”, (d) master netting agreements, and (e) the
use of collateral agreements. Futures contracts trade on organized exchanges

and have effectively no credit risk.

Equity Risk

Equity risk is the possibility that we will incur economic losses due to adverse
changes in a particular common stock or warrant that we hold in our portfolio. in
order to reduce our exposure to market fluctuations on some of our common
stock portfolio, we use equity collar agreements. These equity collar agree-
ments limit the market value fluctuations on their underlying equity securities.
Our equity collars are comprised of an equal number of purchased put options
and written call options, each with strike rates equidistant from the stock price
at the time the contract is established. As of December 31, 2002, the fair value
of our equity securities portfolio was $152.9 miltion. The fair value of our equity
collar agreements as of December 31, 2002 was $12.6 million. A hypothetical
15% decline in the December 31, 2002 value of the equity securities would
result in an unrealized loss of approximately $17.6 million. The selection of a
15% immediate change in the value of equity securities should not be construed
as a prediction by us of future market events but rather as an illustration of the
potential impact of such an event. The fair value of any unhedged common
stock holdings will rise or fall with equity market and company-specific trends. In
certain cases the Company classifies its equity holdings as trading securities.
Gains and losses, both realized and unrealized, on equity securities classified
as trading, are part of investment returns related to equity indexed universal life
insurance policies sold at Maritime Life and are included in benefits to policy-
holders. These holdings are marked-to-market through the income statement,
éreating investment income volatility that is effectively neutralized by changes in
corresponding lighility reserves.

Forslgn Currency Risk

Foreign currency risk is the possibility that we will incur economic losses due to
adverse changes in foreign currency exchange rates. This risk arises in part from
our international operations and the issuance of certain foreign currency-
denominated funding agreements sold to non-qualified institutional investors in
the international market. We apply currency swap agreements to hedge the
exchange risk inherent in our funding agreements denominated in foreign
currencies. We also own fixed maturity securities that are denominated in for-
elgn currencies, We use derivatives to hedge the foreign currency risk of these
securities (both interest and principal payments). At December 31, 2002, the
fair value of our foreign currency denominated fixed maturity securities was
approximately $799.3 million. The fair value of our currency swap agreements at
December 31, 2001 supporting foreign denominated bonds was $(24.5) million,

We estimate that as of December 31, 2002, a hypothetical 10% immediate
change in each of the foreign currency exchange rates to which we are exposed,
including the currency swap agreements, would result in no material change to
the net fair vatue of our foreign currency-denominated instruments identified
above. The selection of a 10% immediate change in all currency exchange rates
should hot be construed as a prediction by us of future market events but rather
as an illustration of the potential impact of such an event. Our largest individual
currency exposure is to the Canadian dollar.

The modeting technique we use to calculate our exposure does not take into
account correlation among foreign currency exchange rates or correlation among
various markets. Our actual experience may differ from the results noted abovk
due to the correlation assumptions utilized or if events occur that were nat
included in the methodology, such as significant illiquidity or other mark }t
events. §

Effects of infiation
Inflation has not been a material factor in our operations during the past decade

v

in terms of our investment performance, expenses, or product sales,
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b

Rieport of Independent Auditors

'

I

Tile Board of Directors
Jé»hn Hancock Financlal Services, inc.

{
\A{e have audited the accompanying consolidated balance sheets of John Hancock Financial Services, Inc. as of December 31, 2002 and 2001, and the related con-

solidated statements of income, changes in shareholders’ equity and comprehensive income, and cash flows for each of the three years in the period ended

!

Diecember 31, 2002. These financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial

statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence

supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles. used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financia! statements referred to above present fairly, in all material respects, the consolidated financial position of John Hancock Financial Serv-
ices, Inc. at December 31, 2002 and 2001, and the consolidated results of their operations and their cash flows for each of the three years in the period ended
December 31, 2002, in conformity with accounting principles generally accepted in the United States.

As discussed in Note 1 to the financial statements, in 2002 the Company changed its method of accounting for goodwil! and other intangible assets and in 2001 the
Company changed its method of accounting for its employee pension pian and postretirement health and welfare plans and for derivatives.
/s/ ERNST & YOUNG LLP

Boston, Massachusetts
March 14, 2003
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Consolldated Balance Shests

Dascember 31, 2002
(in millions)
Assets 1
Investments - Notes 2 and 4
Fixed maturities: ‘
Held-to-maturity - at amortized cost (fair value: 2002 - $1,781.8; 2001 - $1,914.,1) $ 1,732.2  $ 1,930.0
Available-for-sale - at fair value (cost: 2002 - $44,755.0; 2001 ~ $38,742.0) 45,847.3 39,160.3
Trading securities - at fair value {cost: 2002 - $18.9, 2001 - $16.4 ) 18.9 16.5
Equity securities:
Available-for-sale - at fair value (cost: 2002 - $624.7; 2001 - $752.3) 672.3 886.8
Trading securities - at fair value {cost: 2002 -~ $287.5; 2001 - $289.5) 296.3 304.1
Mortgage loans on real estate 11,805.7 10,993.2
Real estate 318.6 442.4
Policy loans 2,097.2 2,008.2
Short-term investments 211.2 153.5
Other invested assets 2,937.8 1,786.1
Tota!l Investments 65,937.5 57,681.1
Cash and cash equivalents 1,190.6 1,313.7
Accrued investment income 785.9 782.1
Premiums and accounts receivable 2171 253.8
Deferred policy acquisition costs 3,996.3 3,717.4
Reinsurance recoverable — Note 9 1,777.2 1,809.3
Other assets 3,132.2 2,768.3
Separate account assets 20,827.3 22,7185
Total Assets $97,864.1 $91,144.2
Liablitles and Shareholders’ Equity }
Liabilities \
Future policy benefits $39,657.0 $34,93ﬂ
Policyholders’ funds 23,054.4 20,762‘.4
Consumer notes — Note 7 290.2 -
Unearned revenue 895.8 809.3
Unpaid claims and claim expense reserves 205.6 262.7
Dividends payable to policyholders 585.7 578.1
Short-term debt — Note 7 3489 81.0
Long-term debt — Note 7 1,450.3 1,402.1
Income taxes - Note 5 1,096.8 866.9
Other liabilities 3,078.3 2,736.8
Separate account liabilities 20,827.3 22,718.5;
Total Liabilities 91,490.3 85,156.9
Minority interest ~ Note 8 162.7 1223
Commitments, guarantees and contingencies — Note 11 :
Shareholders’ Equity — Note 12
Common stock, $.01 par value; 2.0 billion shares authorized; 317.5 million and 315.9 million shares issued, respectively 3.2 3.2!
Additional paid in capital 5,127.9 5,099.3
Retained earnings 16140  1,206.7
Accumulated other comprehensive income 523.2 228.0;
Treasury stock, at cost (29.5 million and 18.5 million shares, respectively) (1,057.2) 672.2)
Total Shareholders’ Equity 6,211.4 5,865.0
Total Liabilities and Shareholders’ Equity $97,864.1 $91,144.2

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of income

Years Ended Docember 31, 2002 2001 2000

(in millions)

Revenues
Premiums $3,377.1 $3,851.3 $3,452.1
Universal life and investment-type product charges 815.2 772.5 749.3
Net investment income — Note 2 - 3,934.1 3,944.9 3,864.8

Net realized investment and other gains (losses), net of related amortization of deferred policy acquisition costs, amounts
credited to participating pension contractholders and the policyholder dividend obligation ($(69.8), $(1.1), and $11.7,

respectively) - Notes 1, 2 and 13 (454.7) (249.1) 88.7
Investment management revenues, commissions and other fees 527.7 602.9 764.8
Other revenue 255.7 186.5 17.6
Total revenues 8,455.1 9,109.0 8,937.3

enzfits and expenses
Benefits to policyholders, excluding amounts refated to net realized investment and other gains (losses) credited to

participating pension contractholders and policyholder dividend obligation ($(35.2), $25.3, and $21.0, respectively) -

Notes 1, 2 and 13 5,387.7 5,904.7 5,375.6
Other operating costs and expenses 1,495.6 1,500.1 1,586.4
Amortization of deferred policy acquisition costs, excluding amounts related to net realized investment and other gains

(losses) ($(34.6), $(26.4), and $(9.3), respectively) ~ Notes 1, 2 and 13 350.2 306.8 242.0
Dividends to policyholders ’ 585.4 571.3 564.4
Demutualization expenses - - 10.6
Total benefits and expenses ' 7,818.9 8,282.9 7,779.0

Income before income taxes and cumulative effect of accounting changes 636.2 826.1 1,158.3

Income taxes — Note 5 136.7 214.6 339.6

Income before cumutative effect of accounting changes 499.5 611.5 818.7
Cumulative effect of accounting changes, net of tax — Note 1 - 7.2 -

Net income $ 4995 $ 6187 § 8187

|

For the Parlod Pro forma

February 1 {unaudited)

Year Ended Year Ended through Year Ended

D ber 31, 31, 31 D 31,

2002 2001 2000 2000

(in millions, except per share data)

Basic earnings per common share:

Income before cumulative effect of accounting changes $171 $ 201 $ 246 $ 260

Cumulative effect of accounting changes - 0.02 - -

Net income ) $171 $ 203 $ 246 $ 260
Dliuted earnings per common share: )

Income before cumulative effect of accounting changes $ 170 $ 199 $ 245 $ 259

Cumulative effect of accounting changes . - 0.02 - -

Net income $170 $ 201 $ 245 $ 259
Weighted-average shares used in basic eamnings per common share calculations 291.6 304.6 3145 3145

Dilutive securities

Stock options 1.6 2.7 1.5 1.5
Non-vested stock ' 0.3 0.3 0.2 0.2
Weighted-average shares used in diluted earnings per common share calculations 293.5 307.6 316.2 316.2
Cash dividends paid per common share $032 $ 031 $ 030 $ 030

The unaudited pro forma information above gives effect to the Reorganization and nitial Public Offering referred to in Note 1.

The sccompsnying notes ere an integral part of these consolidated financial statements.
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Consolidated Statements of Changes In Shareholders’ Equity and Comprehensive income

Accumulated Other Tota!
Treasury hi ek 01
Common Stock Peld In Cepital Eamings income (Loss) Stock Equity Shares

(in millions, except outstanding shares, in thousands)
Balance at January 1, 2000 - - $ 4,825.0 $(33.9) - $4791.1 -
Demutualization transaction $2.2 $3,369.8 (4,869.0) (1,497.0) 212,786.5
Initial public offering 1.0 1,656.7 1,657.7 102,000.0
Additiona! paid in capital 56.4 56.4
Restricted stock issued 4.2 4.2 291.0
Options exercised - 0.2
Forfeitures of restricted stock (0.7) (0.7) (50.8)
Comprehensive income:

Net income before demutualization 44.0 44.0

Net income after demutualization 774.7 774.7

Net income for the year 818.7 818.7

Other comprehensive income, net of tax:

Net unrealized gains (losses) . 122.1 122.1

Foreign currency translation adjustment (19.1) (19.1)

Minimum pension liability ‘ 8.2 8.2
Comprehensive income 929.9
Treasury stock acquired $ (91.8) (91.8) (3,038.0)
Dividends paid to shareholders (94.3) (94.3)
Balance at December 31, 2000 $3.2 $5,086.4 $ 680.4 $ 773 $ (91.8) $5,755.5 311,988.9
Restricted stock issued 28 2.8 814
Options exercised 12.2 12.2 868.3
Forfeitures of restricted stock (2.1) (2.1) (64.4)
Comprehensive income:

Net income 618.7 618.7

Other comprehensive income, net of tax:

Net unrealized gains (losses) (59.9) (59.9)

Foreign currency translation adjustment (28.4) (28.4)

Minimum pension liability 15.2 15.2

Cash flow hedges (3.8) (3.8)
Comprehensive income 541.8
Treasury stock acquired (580.4) (580.4) (15,444.1)
Dividends paid to shareholders (92.4) (92.4)
Change in accounting principles 227.6 227.6
Balance at December 31, 2001 $3.2  $5,099.3 $1,206.7 $228.0 $ (672.2) $5,865.0 297,430.1
Restricted stock issued 4.7 4.7 646.4
Options exercised 13.9 13.9 938.4
Forfeitures of restricted stock (0.3) (0.3) (11.4)
Restricted stock amortization 5.0 5.0 -
Issuance of shares for board compensation 0.3 0.3 7.5
Tax benefit on stock option exercises 5.0 5.0 -
Comprehensive income:

Net income 499.5 499.5

Other comprehensive income, net of tax:

Net unrealized gains (losses) R 130.9 130.9

Foreign currency translation adjustment 13.2 13.2

Minimum pension liability (24.3) (24.3)

Cash flow hedges 175.4 175.4
Comprehensive income 794.7
Treasury stock acquired (385.0) (385.0) (11,032.4)
Dividends paid to sharehoiders (92.2) {92.2)
Balance at December 31, 2002 $3.2 $5,127.9 $1,614.0 $523.2 $(1,057.2) $6,211.1 287,978.6

The accompanying notes are an integral part of these consclidated financial statements.
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Consolidated Statements of Cash Flows

Years Ended Docember 31, 2002 2004 2000

(in mitlions)

Cash flows from operating activitles:
Net income $ 4995 $ 6187 $ 8187

Adjustments to reconcile net income to net cash provided by operating activities:

Amortization of discount - fixed maturities (116.6) (160.9) (121.8)
Net realized investment and other (gains) losses ‘ 454.7 249.1 (88.7)
Change in deferred policy acquisition costs (344.5) (274.1) (331.0)
Depreciation and amortization 59.9 79.6 98.6
Net cash flows from trading securities 5.4 (69.4) (147.5)
Increase in accrued investment income (3.8) (38.8) (81.6)
Decrease (increase) in premiums and accounts receivable 36.7 (15.0) (22.3)
Increase in other assets and other liabilities, net (216.7) (465.1) (488.4)
I Increase in policy liabilities and accruals, net 2,122.7 2,472.1 2,055.1
Increase in income taxes 63.8 237.6 351.1
Net cash provided by operating activities 2,561.1 2,633.8 2,042.2
Cash flows used In investing activities:
Sales of:
Fixed maturities available-for-sale 5,838.0 16,929.5 5,037.5
Equity securities available-for-sale ' ) 370.2 616.5 744.2
Real estate 129.9 57.3 66.4
Shortterm investments and other invested assets 460.1 153.3 101.9
Maturities, prepayments and scheduled redemptions of:
Fixed maturities held-to-maturity 216.6 243.8 1,811.9
Fixed maturities available-for-sale 2,901.2 3,211.9 1,642.4
Shert-term investments and other invested assets 331.9 214.0 459.9
Mortgage loans on real estate 1,668.5 1,575.7 1,585.3

Purchases of:

Fixed maturities held-to-maturity (27.6) (66.7) (2,094.8)
Fixed maturities available-for-sale (14,436.9) (27,149.8) (7,952.6)
Equity securities available-for-sale {170.8) (367.3) (558.6)
Real estate (14.1) (53.5) (46.0)
Short-term investments and other invested assets (1,557.0) (537.2) (880.6)
‘ Mortgage loans on real estate issued ) (2,348.6) (1,577.9) (1,807.8)
[ Net cash (paid) received related to acquisition/sale of businesses - (132.5) 141.3
Other, net {75.5) 100.0 {59.8)
Net cash used in investing activities (6,714.1) (6,782.9)  (1,808.4)

The accompanying notes are an Integral pant of these consolidated financial statements.
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Consolidated Statements of Cash Flows (continued)

Years Endod Decamber 31, 2002 2001 2000
(in millions} ‘
Cash fiows from financing activities:

Issuance of common stock - - $ 1,714.1
Payments to eligible policyholders under Plan of Reorganization - - (1,076.7)
Acquisition of treasury stock $ (385.0) $ (580.4) (91.8)
Dividends paid on common stock (92.2) (92.4) (94.3)
Universal life and investment-type contract deposits 9,641.0 10,755.4 8,148.3
Universal life and investment-type contract maturities and withdrawals (5,726.3) (8,430.6) (7,158.8)
Issuance of preferred stock 61.9 - -
Issuance of consumer notes 290.2 - -
Issuance of long-term debt 20.0 744.2 20.0
Issuance of short-term debt 92.8 56.9 -
Repayment of longterm debt (54.9) 29.7) {73.2)
Repayment of short-term debt (67.0) (18.3) -
Net decrease in commercial paper 2494 (222.3) (158.3
Net cash provided by financing activities 4,029.9 2,182.8 1,229.3
Net (decrease) increase in cash and cash equivalents (123.1) (1,966.3) 1,462.1
Cash and cash equivalents at beginning of year 1,313.7 3,280.0 1,817.9
Cash and cash equivalents at end of year $ 1,1906 $ 1,313.7 $ 3,280.0

The accompanying notes are an integral part of these consolidated financial statements.




Notes to Consolidated Financial Statements

ote 1 - Summary of Significant Accounting Policies

usiness. John Hancock Financial Services, inc. (the Company), formerly known
s John Hancock Mutual Life Insurance Company (the Mutual Company) and
ubsidiaries, is a diversified financial services organization that provides a
road range of insurance and investment products and investment management
nd advisory services.

asis of Presentation. The preparation of financial statements in conformity
With accounting principles generally accepted in the United States requires
nanagement to make estimates and assumptions that affect the amounts
J eported in the consolidated financial statements and accompanying notes.
Actual results could differ from those estimates.

Certain prior year amounts have been reclassified to conform 1o the current year
bresentation.

The accompanying consolidated financial statements include the accounts of
he Company, its majority-owned and controlled subsidiaries, and investment
partnerships, other equity investments and special purpose entities (SPEs) in
hich the Company has a controlling financial interest. All significant inter-
tompany transactions and balances have been eliminated.

2002 Annual Report 47

Partnerships, joint venture interests and other equity investments in which the
Company does not have a controlling financial interest, but has significant influ-
ence, are recorded using the equity method of accounting and are included in

" other invested assets. SPEs in which the Company does not have a controlting

financial interest are accounted for under guidance appropriate to each relation-
ship, whether the Company invests in the debt or equity securities of the SPEs,
issues funding agreements to the SPEs, manages the SPEs as investrment advi-
sor, or performs other services for them. Please refer to the Recent Accounting
Pronouncements section below for a discussion of new accounting guidance
relative to variable interest entities (VIEs).

Recent Acquistilons. The acquisitions described under the table below were
recorded under the purchase method of accounting and, accordingly, the operat-
ing results have been included in the Company’s consolidated resuits of oper-
ations from the applicable date of acquisition. Each purchase price was
allocated to the assets acquired and the liabilities assumed based on esti-
mated fair values, with the excess, if any, of the applicable purchase price over
the estimated fair values of the acquired assets and liabilities recorded as
goodwill. These businesses or books of business were acquired by the Com-
pany in execution of its plan to acquire businesses and products that have stra-
tegic value, meet its earnings requirements and advance the growth of its

2002 2001 2000
Voar Ended December 31, Proforma 2002 Proforma 2001 Proforma 2000
{unaudited) (unaudited) {unaudited)
in millions, except per-share data)
IRevenue $8,542.5 $8,455.1 $9,317.8 $9,109.0 $9,369.4 $8,937.3
Net income $ 5121 $ 499.5 $ 6320 $ 618.7 $ 8215 $ 818.7

Earnings per share O

$ 174 $ 1.70 $ 205 $ 20 $ 2860 $ 259

(1} 2000 eamings per share is based on proforma diluted weighted average shares outstanding for the year.

current businesses. The table above presents actual and proforma data for
comparative purposes for the periods indicated to demonstrate the proforma

effect of all acquisitions as if they occurred on January 1, 2000.

On December 31, 2002, the Company acquired the fixed universal life
insurance business of Allmerica Financial Corporation (Afimerica) through a
reinsurance agreement for approximately $104.3 million. There was no impact
on the Company’'s results of operations from the acquired insurance business
during 2002.

On October 1, 2001, Maritime Life, a majority owned subsidiary of the Com-
pany, completed its purchase of all of the shares of Royal & Sun Alliance Life
Insurance Company of Canada (RSAF) for approximately $149.9 million. RSAF's
business includes life insurance, guaranteed interest savings and retirement
products. The net income relating to the acquired operations included in the
Company’s results from the date of acquisition through December 31, 2001
was $2.4 million.

On April 2, 2001, a subsidiary of the Company, Signature Fruit Company, LLC
(Signature Fruit), purchased certain assets and assumed certain liabilities out
| of bankruptey proceedings of Tri Valley Growers, Inc., a cooperative association,
for approximately $53.0 million. The net losses related to the acquired oper-

ations included in the Company’s resuits from the date of acquisition through
December 31, 2001 were $3.4 miilion.

On March 1, 2000, the Company acquired the individual longterm care
insurance business of Fortis, Inc. (Fortis) through a coinsurance agreement for
approximately $165.0 million. The net income relating to the acquired oper-
ations is included in the Company’s results from the date of acquisition through
December 31, 2000.

Reorganization and Inltlal Publlc Offering. In connection with the Mutual
Company's Plan of Reorganization (the Plan), effective February 1, 2000, the
Mutual Company converted from a mutual life insurance company to a stock life
insurance company (i.e., demutualized) and became a wholly-owned subsidiary
of John Hancock Financial Services, Inc., which is a holding company. Also in
connection with the Plan, the Mutual Company changed its name to John Han-
cock Life Insurance Company (the Life Company). All policyholder membership
interests in the Mutua) Company were extinguished on February 1, 2000 and
eligible policyholders of the Mutual Company received, in the aggregate,
212.8 million shares of common stock of the Company, $1,438.7 million of
cash and $43.7 million of policy credits as compensation. in addition, the Life
Company established a closed block to fund the guaranteed benefits and divi-
dends of certain participating insurance policies.
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In addition, on February 1, 2000, the Company completed its initial public offer-
ing (IPO), in which 102.0 million shares of common stock were issued at a price
of $17.00 per share. Net proceeds from the IPO were $1,657.7 million, of
which $105.7 million was retained by the Company and $1,552.0 million was
contributed to the Life Company.

Investments. The Company classifies its debt and equity investment securities
into one of three categories: heldto-maturity, available-for-sale or trading. The
Company determines the appropriate classification of debt securities at the
time of purchase and re-evaluates such designation as of each balance sheet
date. Fixed maturity investments include bonds, mortgage-backed securities,
and redeemable preferred stock and are classified as heldto-maturity, available-
for-sale, or trading. Those bonds and mortgage-backed securities that the
Company has the positive intent and ability to hold to maturity are classified as
held-to-maturity and carried at amortized cost. Fixed maturity investments not
classified as held-to-maturity are classified as available-for-sale or trading and
are carried at fair value. Unrealized gains and losses related to available-for-sale
securities are reflected in shareholders’ equity, net of related amortization of
deferred policy acquisition costs, amounts credited to participating pension
contractholders, amounts credited to the policyholder dividend obligation, and
applicable taxes. Interest income is generally recognized on the accrual basis.
The amortized cost of debt securities is adjusted for amortization of premiums
and accretion of discounts to maturity. Such amortization is included in invest-
ment income. The amortized cost of fixed maturity investments is adjusted for
impairments in value deemed to be other than temporary, and such adjust-
ments are reported as & component of net realized investment and other gains
({losses). Gains and losses, both realized and unrealized, on fixed maturity secu-
rities classified as trading are included in benefits to policyholders as part of
investment ‘returns related to equity indexed universal life insurance policies
sold at Maritime Life.

For the mortgage-backed bond portion of the fixed maturity investment portfolio,
the Company recognizes income using a constant effective yield based on antici-
pated prepayments and the estimated economic life of the securities. When
actual prepayments differ significantly from anticipated prepayments, the effec-
tive yield is recalculated to reflect actual payments to date plus anticipated future
payments, and any resulting adjustment is inciuded in net investment income.

Equity securities include common stock and non-redeemable preferred stock.
Equity securities that have readily determinable fair values are carried at fair
value. For equity securities that the Company classifies as available-for-sale,
unrealized gains and losses are reflected in shareholders' equity, as described
ahove for fixed maturity securities. impairments in value deemed to be other
than temporary are reported as a component of net realized investment and
other gains (losses). Gains and losses, both realized and unrealized, on equity
securities classified as trading, are part of investment returns related to equity
indexed universal life insurance policies sold at Maritime Life and are inctuded
in benefits to policyholders.

Mortgage loans on real estate are carried at unpaid principal balances adjusted
for amortization of premium or discount, less allowance for probable losses.
When it is probable that the Company will be unable to collect all amounts of
principal and interest due according to the contractual terms of the mortgage
loan agreement, the loan is deemed to be impaired and a valuation allowance
for probable losses is established. The valuation allowance is based on the
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present value of the expected future cash flows, discounted at the loan's origl
nal effective interest rate, or is based on the coilateral value of the loan if thF
loan is collateral dependent. The Company estimates this level to be adequat

to absorb estimated probabie credit losses that exist at the balance sheet datI
Any change to the valuation allowance for mortgage loans on real estate i§
reported as a component of net realized investment and other gains {losses)-
Interest received on impaired mortgage loans on real estate is included in inteq-
est income in the period received. If foreclosure becomes probable, the meas)
urement method used is based on the collateral value. Foreclosed real estate i¢
recorded at the collateral's fair value at the date of foreclosure, which estaq-
lishes a new cost basis.

Investment real estate, which the Company has the intent to hold for the prof
duction of income, is carried at depreciated cost, using the straight-line methodh
of depreciation, less adjustments for impairments in value. In those case$
where it is determined that the carrying amount of investment real estate is not
recoverable, an impairment loss is recognized based on the difference betweerl
the depreciated cost and fair value of the asset. The Company reports impairr
ment losses as part of net realized investment and other gains (losses).

Real estate to be disposed of, including the Company's Home Office, which is held
in the Corporate and-Other Segment, is carried at the lower of cost or fair valug
less costs to sell. Any change to the valuation allowance for real estate to be
disposed of is reported as a component of net realized investment and other gainq
(tosses). The Company does not depreciate real estate to be disposed of. During
the fourth quarter of 2002, the Company announced its intent to sell the majority
of its Home Office real estate and ceased depreciating its Home Office real estatq
held for sate. As of December 31, 2002, the Home Office real estate held for sale]
had a camying value of $314.6 million and was reported in other assets on thel
consolidated balance sheets. The carrying value of the Company's other real
estate to be disposed of was $143.8 million and $280.0 million at December 31,
2002 and 2001, respectively and is reported in real estate in the investment sec-
tion of the consolidated balance sheets.

Policy loans are carried at unpaid principal balances, which approximate fair
value.

- Short-term investments are carried at amortized cost, which approximates fair

value.

Net realized investment and other gains (losses), other than those related to
separate accounts for which the Company does not bear the investment risk,
are determined on the basis of specific identification and are reported net of
related amortization of deferred policy acquisition costs, amounts credited to
participating pension contractholder accounts, and amounts credited to the
policyholder dividend obligation.

Derivative Financlal Instruments. The Company uses various derivative instru-
ments to hedge and manage its exposure to changes in interest rate levels,
foreign exchange rates and equity market prices, and also to manage the dura-
tion of assets and liabitities. All derivative instruments are carried on the con-
solidated balance sheets at fair value.

In certain cases, the Company uses hedge accounting as allowed by Financial
Accounting Standards Board (FASB) Statement of Financial Accounting Stan-

' dards (SFAS) No. 133, “Accounting for Derivative Instruments and Hedging

Activities,” by designating derivative instruments as either fair value hedges or
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cash flow hedges. For derivative instruments that are designated and qualify as
fair value hedges, any changes in fair value of the derivative instruments as well
as the offsetting changes in fair vaiue of the hedged items are recorded in net
realized investment and other gains (losses). For fair value hedges, when the
derivative has been terminated, a final fair value change will be recorded in net
realized investment and other gains (losses), as well as the offsetting changes
in fair value for the hedged item. At maturity, expiry or sale of the hedged item,
a final fair value change for the hedged item will be recorded in net realized
investment and other gains (losses), as well as offsetting changes in fair value
for the derivative.

Basis adjustments are amortized into income through net realized investment
and other gains (losses). For derivative instruments that are designated and
qualify as cash flow hedges, the effective portion of the change in fair value of
the derivative instrument is recorded in other comprehensive income, and then
reclassified into income when the hedged item affects income. When a cash
flow hedge is terminated, the effective portion of the accumulated derivative
gain or loss will continue to be reported in other comprehensive income and
then reclassified into income when the hedged item affects income. If it is
determined that the forecasted transaction is not probable of occurring, the
accumuiated derivative gain or loss through de-designation would be immedi-
ately recognized to earnings.

Hedge effectiveness is assessed quarterly using a variety of techniques includ-
ing regression analysis and cumulative dollar offset. When it is determined that
a derivative is not effective as a hedge, the Company discontinues hedge
accounting. In certain cases, there is no hedge ineffectiveness because the
derivative instrument was constructed such that all the terms of the derivative
exactly match the hedged risk in the hedged item.

In cases where the Company receives or pays a premium as consideration for
entering into a derivative instrument (i.e., interest rate caps and floors, swap-
tions, and equity collars), the premium is amontized into investment income over
the term of the derivative instrument. The change in fair value of such premiums
(i.e., the inherent ineffectiveness of the derivative) is excluded from the
assessment of hedge effectiveness and is included in net realized investment
and other gains (losses). Changes in fair value of derivatives that are not
hedges are included in net realized investment and other gains (losses).

Cash and Cash Equivatents. Cash and cash equivalents inciude cash and all
highly liquid debt investments with a remaining maturity of three months or less
when purchased.

Deferred Policy Acquisitlon Costs. Deferred Acquisition Costs (DAC) are costs
that vary with, and are related primarily to, the production of new business and
have been deferred to the extent that they are deemed recoverable. Such costs
include commissions, certain costs of policy issue and underwriting, and certain
agency expenses. The Company tests the recoverability of its DAC quarterly with
a model that uses data such as market performance, lapse rates and expense
levels. As of December 31, 2002, the Company’'s DAC costs are deemed
recoverable.

Similarly, any amounts assessed as initiation fees, or front-end loads, are
recorded as unearned revenue. For non-participating term life and long-term care
insurance products, such costs are being amortized over the premium-paying
period of the related policies using assumptions consistent with those used in
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computing policy benefit reserves. For participating” traditional life insurance
policies, such costs are being amortized over the life of the contracts at a con-
stant rate based on the present value of the estimated gross margin amounts
expectéd to be realized over the lives of the contracts.

Estimated gross margin amounts include anticipated premiums and investment
results less claims and administrative expenses, changes in the net level pre-
mium reserve and expected annual policyholder dividends. For universal life
insurance contracts and investmenttype products, sucﬁ costs and unearned
revenues are being amortized generally in proportion to the present value of
expected gross profits arising principaily from surrender charges, investment
results and mortality and expense margins.

In the development of expected gross profits, the Company is required to esti-
mate the growth in the policyholder account balances upon which certain asset
based fees are charged. In doing so, the Company assumes that, over the long
term, account balances will grow from investment performance. The rate of
growth takes into account the current fixed income/equity mix of account balan-
ces as well as historical fixed income and equity returns. The Company also
assumes that historical variances from the long term rate will reverse over the
next five year period. The resulting rates for the next five years are reviewed for
reasonableness, and they are raised or lowered if they produce an annual
growth rate that the Company believes to be unreasonable.

The effects on the amortization of DAC and unearned revenues of revisions to
estimated gross margins and profits are reflected in earnings in the period such
revisions are made. Expected gross profits or expected gross margins are dis-
counted at periodically revised interest rates and are applied to the remaining
benefit period. At December 31, 2002, the average discount rate was 8.4% for
participating traditional life insurance products and 6.2% for universal life prod-
ucts. The total amortization period was 30 years for both participating traditional
life insurance products and universal life products.

As of September 30, 2002, the Company changed several future assumptions
with respect to the expected gross profits in its variable life and variable annuity
businesses. First, we lowered the long-term growth rate assumption from 9%, to
8%, gross of fees. Second, we lowered the average growth rates for the next
five years from the mid-teens to 13%. In addition, we increased certain fee rates
on these policies (the variable series trust (VST) fee increase). These three
changes are referred to collectively as the Q3 Unlocking. The direct effect of the
Q3 Unlocking at September 30, 2002 was an acceleration of amortization of
DAC of $36.1 million in the variable annuity business in the Asset Gathering
Segment and $13.1 million (net of $12.3 million of unearned revenue and $2.5
million in policy benefit reserves) in the variable life business in the Protection
Segment. The impact on net income of the Q3 Unlocking was a reduction of
approximately $27.5 million, or $0.09 diluted earnings per share. Total amor-
tization of DAC, including the acceleration of amortization of DAC mentioned
above, was $350.2 million, $306.8 million and $242.0 million for the years
ended December 31, 2002, 2001 and 2000, respectively.

Amortization of DAC is allocated to: (1) net realized investment and other gains
(losses) for those products in which such gains (losses) have a direct impact on
the amortization of DAC; (2} unrealized investment gains and losses, net of tax,
to provide for the effect on the DAC asset that would result from the realization
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of unrealized gains and losses on assets backing participating traditional life
insurance and universal life and investment-type contracts; and (3) a separate
component of benefits and expenses to reflect amortization related to the gross
margins or profits, excluding realized gains and losses, relating to policies and
contracts in force.

Net realized investment and other gains (losses) related to certain products
have a direct impact on the amortization of DAC as such gains and losses affect
the amount and timing of profit emergence. Accordingly, to the extent that such
amortization results from net realized investment and other gains (losses),
management believes that presenting realized investment gains and losses net
of related amortization of DAC provides information useful in evaluating the
operating performance of the Company. This presentation may not be com-
parable to presentations made by other insurers.

Relnsurancs. The Company utilizes reinsurance agreements to provide for
greater diversification of business, allowing management to control exposure to
potential losses arising from large risks and provide additional capacity for
growth,

Assets and liabilities related to reinsurance ceded contracts are reported on a
gross basis. The accompanying statements of income reflect premiums, bene-
fits and settlement expenses net of reinsurance ceded. Reinsurance premiums,
commissions, expense reimbursements, benefits and reserves related to
reinsured business are accounted for on bases consistent with those used in
accounting for the original policies issued and the terms of the reinsurance
contracts. The Company remains liable to its policyholders to the extent that
counterparties to reinsurance ceded contracts do not meet their contractual
obligations.

Coodwlll and Other Intangible Assets. The excess of cost over the fair value of
net assets of businesses acquired in business combinations (goodwill) is recog-
nized as indefinitedived intangible assets which are included in other assets in
the consolidated balance sheets. Starting in 2002, goodwill is not amortized,
rather it is reviewed for impairment annually using valuations of reporting units
based on earnings and ‘book value multiples and by reference to similar multi-
ples of publicly traded peers, and additionally reviewed whenever significant
events or changing circumstances indicate that an impairment may exist. Prior to
2002, goodwill relating to acquisitions completed before July 1, 2001 was amor-
tized on a systematic basis over periods not exceeding 40 years.

The Company records intangible assets representing the present value of esti-
mated future profits of insurance policies inforce related to businesses
acquired. These assets are recorded as the value of business acquired (VOBA),
and are included in other assets in the consolidated balance sheets. VOBA is
amortized over the related policy periods, up to 30 years. VOBA amortization
expense is recognized each period in proportion to the change in the present
value of expected gross profits, or in proportion to the recognition of premiums
related to the policies acquired, depending on the nature of the policies
acquired.

The cost of mutual fund investment management contracts acquired is recorded
as indefinite-lived intangible asset and is included in other assets in the con-
solidated balance sheets. These management contract intangible assets are not
amortized; instead they are reviewed for impairment using the same testing
regimen as is used for goodwill. Refer to Note 16 - Goodwili and Other Intangibie
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Assets for presentation of summarized financial information regarding all of|
these intangible assets.

Separate Accounts. Separate account assets and liabilities reported in the
accompanying consolidated balance sheets represent funds that are
administered and invested by the Company to meet specific investment
objectives of the contractholders. Net investment income and net realized
investment and other gains (losses) generally accrue directly to such con-
tractholders who bear the investment risk, subject, in some cases, to principal
guarantees and minimum guaranteed rates of income. The assets of each
separate account are legally segregated and are not subject to claims that arise
out of any other business of the Company. Separate account assets are
reported at fair value. Deposits, net investment income and net realized invest-
ment and other gains (losses) of separate accounts are not included in the
revenues of the Company. Fees charged to contractholders, principally mortality,
policy administration and surrender charges, are included in universal life and
investment-type product charges.

Future Pollcy Benefits and Policyholders’ Funds. Future policy benefits for
participating traditional life insurance policies are based on the net level pre-
mium method. This net level premium reserve is calculated using the guaran-
teed mortality and dividend fund interest rates, which range from 2.5% to 6.2%.
The liability for annual dividends represents the accrual of annual dividends
eared. Settlement dividends are accrued in proportion to gross margins over
the life of the contract.

For non-participating traditional life insurance policies, future policy benefits are
estimated using a net level premium method on the basis of actuarial assump-
tions as to mortality, persistency, interest and expenses established at policy
issue. Assumptions established at policy issue as to mortality and persiétency
are based on the Company’s experience, which, together with interest and
expense assumptions, include a margin for adverse deviation. Benefit liabilities
for annuities during the accumulation period are equal to accumulated con-
tractholders’ fund balances and after annuitization are equal to the present
value of expected future payments. Interest rates used in establishing such
liabilities range from 2.5% to 9.5% for life insurance liabilities, from 2.0% to
14.2% for individual annuity liabilities and from 2.0% to 11.3% for group annuity
liabilities.

Future policy benefits for long-term care insurance policies are based on the net
level premium method. Assumptions established at policy issue as to mortality,
morbidity, persistency, interest and expenses, which include a margin for
adverse deviation, are based on estimates developed by management. Interest
rates used in establishing such liabilities range from 6.0% to 8.5%.

Liabilities for unpaid claims and claim expenses include estimates of payments
to be made on reported individual and group life, long-term care, and group
accident and health insurance claims and estimates of incurred but not reported
claims based on historical claims development patterns.

Estimates of future policy benefit reserves, claim reserves and expenses are
reviewed continually and adjusted as necessary; such adjustments are reflected
in current earnings. Although considerable variability is inherent in such esti-
mates, management believes that future policy benefit reserves and unpaid
claims and claims expense reserves are adequate.
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Policyholders’ funds for universal life and investment-type products, including
guaranteed investment contracts and funding agreements, are equal tb the poli-
cyhoider account values before surrender charges. Policy benefits tHat are
charged to expense include benefit claims incurred in the period in excess of
related policy account balances and interest credited to policyholders’ account
balances. Interest crediting rates range from 4.25% to 7.17% for universal life
insurance products and from 1.4% to 13.8% for investment-type products.

Major components of policyholders' funds in the consolidated statements of
financial position, are summarized as follows:

December 31, 2002 2001

(in millions)

Liabilities for policyholders’ funds

Guaranteed investment contracts $ 59524 $ 6,808.5
U.S. funding agreements 1434 67.1
Global funding agreements backing medium-term
notes 12,495.9 9,490.4
Other investment-type contracts 2,274.3 2,247.7
Total liabilities for investment type contracts 20,866.0 18,613.7
Liabilities for individual annuities 54.8 56.6
Universal life and other reserves 2,133.86 2,092.5
Total liahilities for policyholders’ funds $23,054.4 $20,762.8

Global Funding Agreements and Canadian Institutional Annulties. The Compa-
ny's insurance subsidiaries have two distribution programs for global funding
agreements that back medium-term notes sold worldwide, and have a third dis-
tribution program for Canadian institutional annuities that back medium-term
notes sold in Canada. Under these programs, global funding agreements and
annuities are purchased by special purpose entities (SPEs) that fund their pur-
chases of the globa! funding agreements and annuities with the proceeds from
their issuance of medium-term notes to investors, These SPEs pledge the global
funding agreements and annuities as security for the repayment of their

subsidiaries. Under the three distribution programs, as of December 31,.2002
and 2001, the Company had $12.5 billion and $9.5 billion, respectively, of
global funding agreements and annuities outstanding. These global funding
agreements and annuities are investment products that pay a stated rate of
interest on the principal amount and repay the principal at maturity. The global
funding agreements may not be terminated or surrendered prior to maturity.
Claims for principal and interest under these kinds of global funding agreements
{which are issued by the Life Company) are afforded eqdal priority to claims of
life insurance and annuity policyholders under the inséivency provisions of the
Massachusetts Insurance Laws. Claims under these kinds of annuities (which
are issued by Maritime Life) are afforded equal priority to the claims of policy-
holders under the provisions of Canada’s Winding-Up and Restructuring Act. If a
medium-term note .issued by one of the SPEs is denominated in a currency
different from the currency of the related global funding agreement or annuity,
the Company’s insurance subsidiary also enters into a currency swap with the
special purpose entity, or with a third party, to match currencies. Similarly, the
Company’s insurance subsidiary may enter into an interest rate swap with the
SPE to match the interest rate characteristics of the global funding agreement
to those of the related medium-term note.

medium-term notes, but the notes are non-recourse to the Company and its -
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Under the first program, established in May 1998 for $2.5 billion, expanded to
$7.5 billion in 1999, an SPE issued medium-term notes in Europe, Asia and
Australia. As of December 31, 2002 and 2001, there was $3.8 billion and $3.9
billion, respectively, outstanding under this program. This SPE is consolidated in
the Company’s financial statements. The medium-term notes issued by this SPE
are reported with global funding agreements in the Company’s consolidated
balance sheets.

Under the second program, established in June 2000, for $5.0 billion,
expanded to $7.5 billion in 2001 and expanded again to $10.0 billien in 2002,
an SPE issued medium-term notes in Europe, Asia, and to institutional investors
in the United States. As of December 31, 2002 and 2001, there was $8.2 bii-
lion and $5.6 billion, respectively, outstanding under this program. This SPE is a
qualified special purpose entity (QSPE) in accordance with SFAS No. 140
“Accounting for Transfers and Servicing of Financial Assets and Extinguishments
of Liabilities,” and is therefore not consolidated in the Company's financial
statements. The funding agreements backing the related medium-term notes
are included in policyholders’ funds in the Company's consolidated balance
sheets.

Under the third program, established in December 2001, for $1.0 biliion (Cdn
$1.5 billion), an SPE issued medium-term notes to investors in Canada. As of
December 31, 2002, there was $0.2 billion (Cdn $0.3 billion) outstanding
under this program. This SPE is also a QSPE and is therefore not consolidated
in the Company's financial statements. The annuity contracts backing the
related medium-term notes are included in policyholders’ funds in the Compa-
ny's consolidated balance sheets. o

At December 31, 2002, the annuail contractual maturities of global funding
agreements and annuities backing medium term notes issued under these pro-
grams were as follows: 2003 - $1,761.0 million; 2004 - $2,098.8 million;
2005 - $1,897.0 million; 2006 - $2,144.5 million; 2007 - $787.4 million;
2008 and thereafter - $3,531.8 million.

Participating Insurance. Participating business represents approximately
81.6%, 76.6%, and 86.3%, of the Company’s life insurance in force, 96.3%,
98.1%, and 97.9%, of the number of life insurance policies in force, and 22.5%,
92.1% and 99.6%, of life insurance premiums in 2002, 2001 and 2000,
respectively,

The portion of earnings allocated to participating pension contractholders and
closed block policyholders that cannot be expected to inure to the Company is
excluded from net income and shareholders’ equity.

The amount of policyholders’ dividends to be paid is approved annuatly by the
Life Company’'s Board of Directors and separately for Maritime Life products by
the Maritime Life Board of Directors,

The determination of the amount of policyholders’ dividends is complex and
varies by policy type. In general, the aggregate amount of policyholders’ divi-
dends is related to actual interest, mortality, morbidity, persistency and
expense experience for the year, and is based on management's judgment as
to the appropriate level of statutory surplus to be retained by the Life Company.
For policies included in the closed block, expense experience is not included in
determining policyholders’ dividends.
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Revenue Recognition. Premiums from participating and non-participating tradi-
tional life insurance and annuity policies with life contingencies are recognized
as income when due.

Premiums from universal life and investment-type contracts are reported as depos-
its to policyholders’ account balances. Revenues from these contracts consist of
amounts assessed during the period against policyholders’ account baflances for
~mortality charges, policy administration charges and surrender charges.

Premiums for contracts with a single premium or a limited number of premium
payments, due over a significantly shorter period than the total period over
which benefits are provided, are recorded in income when due. The portion of
such premium that is not required to provide for all benefits and expenses is

deferred and recognized in income in a constant relationship to insurance in

force or, for annuities, the amount of expected future benefit payments.

Premiums from longterm care insurance contracts are recognized as income
when due. Premiums from group life and health insurance contracts are recog-
nized as income over the period to which the premiums relate in proportion to
the amount of insurance protection provided.

Investment advisory, transfer agent, distribution and service fees are recognized
as revenues when services are performed. Commissions related to security'
transactions and refated expenses are recognized as income on the trade date.
Contingent deferred selling charge commissions are recognized as income in the
year received. Seiling commissions paid to the selling broker/dealer for sales of
mutual funds that do not have a front-end sales charge are deferred and amor-
tized on a straight-line basis over periods not exceeding six years. This is the
approximate period of time expected to be benefited and during which fees
earned pursuant to Rule 12b-1 distribution plans are received from the funds and
contingent deferred sales charges are received from shareholders of the funds.

Stock-Based Compensation. At December 31, 2002, the Company has two
stock-based compensation plans, which are described more fully in Note 15 -
Stock Compensation Plans. For the periods covered by this report, the Com-
pany applies the recognition and measurement provisions of Accounting Princi-
ples Board (APB) Opinion No. 25, “Accounting for Stock Issued to Employees,”
and related Interpretations in accounting for those plans. No compensation
expense is reflected in net income for stock option grants to employees and
non-employee board members of the Company. All options granted under those
plans had an exercise price equal to the market value of the Company's
common stock on the date of grant. The Company did recognize compensation
expense for grants of non-vested stock to employees and non-employee board
members and grants of stock options to non-employee general agents. See
Note 15 ~ Stock Compensation Plans for additional discussion. The following
table illustrates the pro forma effect on net income and earnings per share if
the Company had applied the fair value recognition provisions of SFAS No.
123, “Accounting for Stock-Based Compensation,” to stock-based employee
compensation,
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(in millions, except per share data)

Net income, as reported

Add: Stock-based employee

compensation expense included in
reported net income, net of
related tax effects

Deduct: Total stock-based
employee compensation
expense determined under fair
value method for all awards, net
of refated tax effects (Uunaudited)

Pro forma net income {unaudited)

Earnings per share

Basic:
As reported $ 203 $ 246 $ 260
Pro forma (unaudited) 1.92 2.45 2.59
Diluted:
As reported 1.70 2.01 2.45 2.59
Pro forma (unaudited) 1.51 1.90 2.44 2.58

Federal Income Taxes. The provision for federal income taxes includes
amounts currently payable or recoverable and deferred income taxes, computed
under the liability method, resulting from temporary differences between the tax
basis and book basis of assets and liabilities. A valuation allowance is estab-
lished for deferred tax assets when it is more likely than not that an amount will
not be realized. Foreign subsidiaries and U.S. subsidiaries operating outside of
the United States are taxed under applicable foreign statutory rates.

Forelgn Currency Transiation. The assets and liabilities of operations in foreign
currencies are translated into United States dollars at current exchange rates.

* Revenues and expenses are translated at average rates during the year. The

resulting net translation adjustments for each year are accumulated and
included in shareholders’ equity. Gains or losses on foreign currency trans-
actions are reflected in earnings.

Severance. During 2002, the Company continued its ongoing Competitive Posi-
tion Project. This project was initiated in the first quarter of 1999 to reduce
costs and increase future operating efficiency by consolidating portions of the
Company's operations.and is expected to continue through at least 2003. The
project consists primarily of reducing staff in the home office and terminating
certain operations outside the home office. |

Since the inception of the project, approximately 1,460 employees have been
terminated. As of December 31, 2002 and 2001, the liability for empioyee
termination costs included in other liabilities was $12.4 million and $18.8 mil-
lion, respectively. Employee termination costs, net of related pension and other
post employment benefit curtailment gains, are included in other operating
costs and expenses and were $19.2 million, $42.7 million and $18.8 million
for the years ended December 31, 2002, 2001 and 2000, respectively. Bene-
fits paid since the inception of the project were $100.2 million through
December 31, 2002.
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Eamings Per Share. Basic earnings per share is computed by dividing income
available to common shareholders by the weighted-average number of common
shares outstanding for the period excluding the dilutive effects of options, war-
rants or convertible securities. Diluted earnings per share reflects the potential
dilution that could occur if dilutive securities, such as options and non-vested
stock grants, were exercised or converted into common stock or resulted in the
issuance of common stock that then shared in the earnings of the Company.

Cumulative Effect of Accounting Changes. During the first quarter of 2001,
the Company changed the method of accounting for the recognition of deferred
gains and losses considered in the calculation of the annual expense for its
employee pension plan under SFAS No. 87, “Employers’ Accounting for
Pensions,” and for its postretirement health and welfare plans under SFAS No.
106, “Employers’ Accounting for Postretirement Benefits Other Than Pensions.”
The Company changed the method of recognizing gains and losses from deferral
within a 10% corridor and amontization of gains outside this corridor over the
future working careers of the participants to deferral within a 5% corridor and
amortization of gains and josses outside this corridor over the future working
careers of the participants. The new method is preferable because in the
Company’s situation, it produces results that respond more quickly to changes
in the market value of the plan assets while providing vsome measure to miti-
gate the impact of extreme short term swings in those market values. As a
result, on January 1, 2001, the Company recorded a credit of $18.6 million {net
of tax of $9.8 million), related to its employee benefit pension plans, and a
credit of $4.7 million (net of tax of $2.6 million) related to its postretirement
health and welfare plans. The total credit recorded as a cumulative effect of an
accounting change was $23.3 million (net of tax of $12.5 million), or $0.07 of
afluted earnings per share for the year ended December 31, 2001. This change
in accounting increased net income for the year ended December 31, 2001 by
$4.4 willion. The unaudited pro forma results for the years ended December
31, 2001 and 2000, assuming this change in accounting had taken place as of
the beginning of 2001 and 2000, would not be materially different from the
reported resuits.

On January 1, 2001, the Company adopted SFAS No. 133, as amended by
SFAS No. 138, “Accounting for Certain Derivative Instruments and Certain Hedg-
ing Activities, an amendment of FASB Statement No. 133." The adoption of
SFAS No. 133, as amended, resuited in a charge to operations accounted for
as a cumulative effect of accounting change of $16.1 million (net of tax of $8.3
mitlion) as of January 1, 2001. In addition, as of January 1, 2001, a $227.6
million (net of tax of $122.6 million) cumulative effect of accounting change
was recorded in other comprehensive income for (1) the transition adjustment in
the adoption of SFAS No. 133, as amended, an increase of $40.5 million (net
of tax of $21.8 million), and (2) the reclassification of $12.1 billion in securities
from the held-to-maturity category to the available-for-sale category, an increase
of $187.1 million {net of tax of $100.8 million).

Recent Accountlng Pronouncements, FASB Derivative Implementation Group
issue No. 36 ~ Embedded Derivatives: Bifurcation of a Debt Instrument that
Incorporates Both Interest Rate Risk and Credit Rate Risk Exposures that are
Unrelated or Only Partially Related to the Creditworthiness of the Issuer of that
Instrument

In February 2002, the Derivative Implementation Group (DIG) exposed for
comment SFAS No. 133 Impiementation Issue No. 36, “Embedded Derivatives:
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Bifurcation of a Debt Instrument that Incorporates Both interest Rate Risk and
Credit Rate Risk Exposures that are Unrelated or Only Partially Related to the
Creditworthiness of the lssuer of that Instrument” (DIG B36). DIG B36
addresses whether FAS 133 requires bifurcation of a debt instrument into a
debt host contract and an embedded derivative if the debt instrument
incorporates both interest rate risk and credit risk exposures that are unrelated
or only partially related to the creditworthiness of the issuer of that instrument.
Under DIG B36 modified coinsurance and coinsurance with funds withheld
reinsurance agreements as well as other types of receivables and payables
where interest is determined by reference to a pool of fixed maturity assets or a
total return debt index are examples of arrangements containing embedded
derivatives requiring bifurcation. DIG B36 is not expected to be finalized by the
FASB untit the second quarter of 2003.

If DIG B36 is finalized in its current form, the Company has determined that
certain of its reinsurance receivables/(payables) and certain of its insurance
products would contain embedded derivatives requiring bifurcation. The Com-
pany has not yet determined the fair vaiue of the related embedded derivatives
in these products. Management believes that the embedded derivatives would
not have a material impact on the Company’s consolidated financial positions,
results of operations or cash flows.

FASB Interpretation 46 —~ Consolidation of Variable Interest Entities, an Inter-
pretation of ARB No. 51

In January 2003, the FASB issued Interpretation 46, “Consolidation of Variable
Interest Entities, an Interpretation of ARB No. 51," (FIN 46) which clarifies the
consolidation accounting guidance of Accounting Research Bulletin No. 51,
“Consolidated Financial Statements,” (ARB No. 51) to certain entities in which
equity investors do not have the characteristics of a controlling financial interest
or do not have sufficient equity at risk for the entities to finance their activities
without additional subordinated financial support from other parties. Such enti-
ties are known as variable interest entities (VIEs).

Controlling financial interests of a VIE are identified by the exposure of a party
to the VIE to a majority of either the expected losses or residual rewards of the
VIE, or both. Such parties aré primary beneficiaries of the VIEs and FIN 46
requires that the primary beneficiary of a VIE consolidate the VIE. FIN 46 also
requires new disclosures for significant relationships with VIEs, whether or not
consolidation accounting is either used or anticipated. The consolidation
requirements of FIN 46 apply immediately to VIEs created after January 31,
2003 and to ViEs in which an enterprise obtains an interest after that date. it
applies in the first fiscal year or interim period beginning after June 15, 2003 to
ViEs in which an enterprise holds a variable interest that is acquired before
February 1, 2003.

The Company cannot, at this time, reliably estimate the future potential impact
of consolidating any VIEs with which it is involved. Additional liabilities recog-
hized as a result of consolidating VIEs with which the Company is involved
waolld not represent additional claims on the general assets of the Company;
rather, they would represent claims against additional assets recognized by the
Company as a result of consolidating the VIEs. Conversely, additional assets
recognized as a result of consolidating these VIEs would not represent addi-
tional assets which the Company could use to satisfy claims against its general
assets, rather they would be used only to -settle additional liabilities recognized
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as a result of consolidating the VIiEs. Refer to Note 3 - Refationships with Varia-
ble Interest Entities for a more complete discussion of the Company’s relation-
ships with VIEs, their assets and liabilities, and the Company’s maximum
exposure to (0ss as a resuit of its involvement with them.

SFAS No. 148 - Accounting for Stock-Based Compensation - Transition and
Disclosure, an amendment of FASB Statement No. 123

In December 2002, the FASS issued SFAS No. 148, “Accounting for Stock-
Based Compensation- Transition and Disclosure, an amendment of FASB
Statement No. 123.” SFAS No. 148 provides alternative methods of transition
for a voluntary change to the fair value method of accounting for stock-based
employee compensation which is an optional alternative method of accounting
presented in SFAS No. 123, “Accounting for Stock' Based Compensation.” In
addition, SFAS No. 148 amends the disclosure requirements of SFAS No. 123
to require more prominent disclosures in both annual and interim financial
statements about the method of accounting for stock-based employee compen-
sation and the effect of the method used on reported results. SFAS No. 148's
amendment of the transition and annual disclosure provisions of SFAS No. 123
is effective for fiscal years ending after December 2002, The Company will
adopt the fair value provisions of SFAS No. 123 as of January 1, 2003 and uti-
lize the transition provisions described in SFAS No. 148, on a prospective basis
to awards granted after December 31, 2002. Adoption of the fair value provi-
sions of SFAS No. 123 will have a material impact on the Company's net
income. The Company has adopted the disclosure provisions of SFAS No. 148,
see Note 1 — Summary of Significant Accounting Policies, Stock-Based Compen-
sation above, and Note 15 — Stock Compensation Plans.

For the periods covered by this report, Accounting Principles Board Opinion
(APB) No. 25, “Accounting for Stock lssued to Employees” was applied. APB
No. 25 provides guidance on how to account for the issuance of stock and
stock options to employees. The Company adopted APB No. 25 upon its
demutualization and PO effective February 1, 2000. Compensation cost for
stock options, if any, is measured as the excess of the quoted market price of
the Company’s stock at the date of grant over the amount an employee must
pay to acquire the stock. Compensation cost is recognized over the requisite
vesting petiods based on market value on the date of grant. APB No. 25 was
amended by SFAS No. 123 to require pro forma disclosures of net income and
earnings per share as if a “fair value” based method was used. On March 31,
2000, the FASB issued Interpretation No. 44, “Accounting for Certain Trans-
actions Involving Stock Compensation, an interpretation of APB No. 25" (FIN
44), FIN 44 clarifies guidance for certain issues that arose in the application of
APB No. 25. The Company was required to adopt the Interpretation on July 1,
2000. FIN 44 did not have a material impact on the Company’s results of oper-
ations or financial position.

FASB Interpretation No. 45~ Guarantor’s Accounting and Disclosure Require-
ments for Guarantees, Including Indirect Guarantees of indebtedness of Others

in November 2002, the FASB issued Interpretation No. 45, “Guarantor's
Accounting and Disclosure Requirements for Guarantees, Including Indirect
Guarantees of Indebtedness of Others” (FIN 45). FIN 45 requires certain types
of guarantees to be recorded by the guarantor as liabilities, at fair value. This
differs from current practice, which generally requires recognition of a liability
only when a potential loss is deemed to be probable and is reasonably estim-
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able in amount. FIN 45 does not apply to guarantees that are accounted for
under existing insurance accounting principies. FIN 45 requires more extensive
disclosures of certain other types of guarantees, including certain categories of
guarantees which are already accounted for under specialized accounting princi-
ples, such as SFAS No. 133, even when the likefihood of making any payments
under the guarantee is remote.

Disclosure requirements are effective for financial statements of interim or
annual periods ending after December 31, 2002. Refer to Note 11 - Commit-
ments, Guarantees and Contingencies. initial recognition and initial measure-
ment provisions are applicable on a prospective basis to guarantees issued or
modified after December 31, 2002. The Company cannot determine the impact,
if any, of adopting FIN 45.

SFAS No. 146 - Accounting for Costs Associated with Exit or Disposal Activities

In June 2002, the FASB issued SFAS No. 146, “Accounting for Costs Assc-
ciated with Exit or Disposal Activities.” SFAS No. 146 requires recognition of a
Jiability for exit or disposal costs, including restructuring costs, when the liability
is incurred rather than at the date of an entitity's commitment to a formal plan
of action. SFAS No. 146 applies to one-time termination benefits provided to
current employees that are involuntarily terminated under the terms of a one-
time benefit arrangement. An ongoing benefit arrangement is presumed to exist
if a company has a past practice of providing similar benefits. SFAS No. 146 is
effective for exit or disposal activities that are initiated after December 31,
2002.

SFAS No. 142 - Goodwill and Other Intangible Assets

In January 2002, the Company adopted SFAS No. 142, “Goodwill and Other
intangible Assets.” SFAS No. 142 requires that goodwill and other intangible
assets deemed to have indefinite lives no longer be amortized to eamings, but
instead be reviewed at least annually for impairment. Intangible assets with
definite lives will continue to be amortized over their useful lives. The Compa-
ny's adoption of SFAS No. 142 on January 1, 2002, and its cessation of amor-
tization of previously amortizable goodwill and management contracts resulted
in an increase in net income of $13.3 million (net of tax of $3.9 million) for the
year ending December 31, 2002. The Company has performed the required ini-
tial impairment tests of goodwill and management contracts as of January 1,
2002, and has also performed the first annual impairment test as of September
30, 2002, based on the guidance in SFAS No. 142, The Company evaluated the
goodwill and indefinite lived management contracts of each reporting unit for
impairment using valuations of reporting units based on earnings and book
value multiples and by reference to similar multiples of publicly traded peers.
No goodwill or management contract impairments resuited from these required
impairment tests.

As discussed above, the Company acquired Royal & Sun Alliance Life Insurance
Company of Canada on October 1, 2001, This transaction resufted in the recog:
nition of goodwill of $77.6 million on October 1, 2001. During 2002, the Royal
& Sun Alliance Life Insurance Company of Canada purchase equation determj-
nation was completed and an adjustment was made to reduce previously
recorded goodwill by $19.9 miltion. This adjustment had no effect on the current
year's net income. In accordance with SFAS No. 142, the Company does not
amortize this, or any portion of its goodwill. If the Company had not adopted
SFAS No. 142, based on the original purchase price including all adjustments to
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date, the Company would have incurred additional amortization expense relating
to the Royal & Sun Alliance Life Insurance Company of Canada goodwill of
approximately $3.6 million and $1.0 million for the years ended December 31,
2002 and 2001.

issue 01-10 - Accounting for the Impact of the Terrorist Attacks of September 11,
2001

In September 2001, the FASB's Emerging Issues Task Force (EITF) reached a
consensus on Issue 01-10, “Accounting for the Impact of the Terrorist Attacks
of September 11, 2001.” Issue 01-10 presents guidance relative to accountihg
for and financial reporting of the events of September 11, 2001 (the Events),
including beth how and when to measure, record and rebort losses and any
resulting liabilities, which are directly attributable to the Events. Based on a
comprehensive review of the Company’s operations, the Company believes that
the Events had no material financial impact on the Company's results of oper-
ations or financial position.

SFAS No. 141 - Business Combinations

in June 2001, the FASB issued SFAS No. 141, “Business Combinations.” SFAS
No. 141 requires that all business combinations be accounted for under a sin-
gle method, the purchase method. Use of the pooling-of-interests method is no
longer permitted. SFAS No. 141 also clarifies the criteria to recognize intangible
assets separately from goodwill, and prohibits the amortization of goodwill relat-
ing to acquisitions completed after July 1, 2001. SFAS No. 141 is effective for
business combinations initiated after June 30, 2001.

Issue No. 99-20 - Recognition of Interest Income and Impairment on Purchased
and Retained Beneficial Interests in Securitized Financial Assets

In January 2001, the FASB’s Emerging Issues Task Force (EITF) reached a
consensus on Issue No. 99-20, “Recognition of Interest income and impairment
on Purchased and Retained Beneficial Interests in Securitized Financial Assets.”
Issue 99-20 requires investors in certain asset-backed securities to record
changes in their estimated yield on a prospective basis and specifies evaluation
methods with which to evaluate these securities for an otherthan-temporary
decline in value. The adoption of EITF 99-20 did not have a material financial
impact on the Company’s resuits of operations or financial position.

Statement of Position 00-3 ~ Accounting by Insurance Enterprises for Demutuali-
zations and Formations of Mutual Insurance Holding Companies and Certain
Long-Duration Participating Contracts

In December 2000, the AICPA issued Statement of Position (SOP) 00-3,
“Accounting by Insurance Enterprises for Demutualizations and Formations of
Mutual Insurance Holding Companies and Certain Long-Duration Participating
Contracts.” The SOP, which was adopted with respect to accounting for
demutualization expenses by the Company on December 31, 2000, requires
that demutualization related expenses be classified as a single line item within
income from continuing operations and should not be classified as an extra-
ordinary item. On October 1, 2001, the Company adopted the remaining provi-
sions of SOP 00-3 which required the reclassification of $8,710.0 million and
$12,035.9 million of closed block assets and liabilities, respectively at
December 31, 2000, and $1,467.7 million and $1,343.6 million of closed
block revenues, and benefits and expenses, respectively, for the period from
February 1, 2000 (date of demutualization) to December 31, 2000, all of which
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were reclassified to other existing asset, liability, revenue, and benefit and
expense accounts. The required implementation of SOP 00-3 also resulted in a
reduction of net income of $20.2 million (net of tax of $6.6 million), or $0.06
diluted earnings per common share, for the period from February 1, 2000 to
December 31, 2000 and $3.4 million (net of tax of $1.8 million), or $0.01
dituted earnings per common share, for the nine months ended September 30,
2001. Previously reported net income included higher than expected closed
block results primarily to higher investment earnings and better mortality and
lapse experience, which upon the adoption of SOP 00-3, were excluded from net
income and set up in the PDO liability. Finally, adoption also resulted in the
recognition of a policyholder dividend obligation of $77.0 million at December
31, 2000, which represents cumulative actual closed block earnings in excess
of expected periodic amounts calculated at the date of the demutualization, See
Note 6 — Closed Block, for a summary description of the closed block assets,
liabilities, revenues and expenses.

SFAS No. 140~ Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities

In September 2000, the FASB issued SFAS No. 140, “Accounting for Transfers
and Servicing of Financial Assets and Extinguishments of Liabilities,” which
replaces SFAS No. 125, “Accounting for Transfers and Servicing of Financial
Assets and Extinguishments of Liabilities.” SFAS No. 140 provides new account-
ing and reporting standards which are based on consistent application of a
financial components approach that focuses on control. Under this approach,
after a transfer of financial assets, the Company recognizes the financial and
servicing assets it controls and the liabilities it has incurred, derecognizes
financial assets when control has been surrendered, and derecognizes liabilities
when extinguished. SFAS No. 140 provides consistent standards for distinguish
ing transfers of financial assets that are sales from transfers that are secured
borrowings. SFAS No. 140 is effective for transfers and servicing of financial
assets and extinguishments of liabilities occurring after March 31, 2001. The
adoption of SFAS No. 140 did not have a material impact on the Company's
resuits of operations or financial position.

Codification. In March 1998, the National Association of Insurance Commis-
sioners (NAIC) adopted codified statutory accounting principies (Codification)
effective January 1, 2001. Codification changes prescribed statutory accounting
practices and resulted in changes to the accounting practices that the Company
and its domestic life insurance €ubsidiaries use to prepare their statutory-basis
financial statements. The states of domicile of the Company and its domestic
life insurance subsidiaries have adopted Codification as the prescribed basis of
accounting on which domestic insurers must report their statutory-basis results
effective January 1, 2001. The cumulative effect of changes in accounting
principles adopted to conform to the requirements of Codification is reported as
an adjustment to surplus in the statutory-basis financial statements as of Jan-l
uary 1, 2001. Implementation of Codification did not have a material impact on
the Company’'s domestic life insurance subsidiaries’ statutory-basis capital and
surplus, and these companies remain in compliance with all regulatory and
contractual obligations.

Related Party Transactions. Certain directors of the Company are members or
officers of other entities that periodically perform services for or have other
transactions with the Company. Such transactions are subject to bidding

]
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procedures or are otherwise entered into on terms comparable to those that
would be available to unrelated third parties and are not material to the
Company’s results of operations or financial condition.

The Company provides certain administrative and asset management services
to its pension plans and employee welfare trust (the Plans). Fees paid to the
Company for these services were $7.7 million, $92.3 million and $7.3 million
during the years ended December 31, 2002, 2001 and 2000, respectively.

Note 2 - Investments
The following information summarizes the components of net investment
income and net realized investment and other gains (losses):

Years Ended Docembsr 3%, 2002 2001 20600

{in miflions)

Net Investment Income

Fixed maturities $3,235.8 $2,890.8 $2,624.6
Equity securities 30.7 49.1 52,5
Mortgage loans on real estate 876.9 869.8 886.7
Real estate 82.3 76.4 97.1
Policy loans 125.1 123.9 118.6
Short-term investments 10.5 72.6 166.5
Other (193.2) 110.7 186.3
Gross investment income 4,168.1 4,193.3 4,132.3
Less investment expenses 234.0 248.4 267.5
Net investment income $3,934.1 $3,944.9 $3,864.8
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Yoars Entted Decembor 31, 2092

(in millions)

Net reallzed investment and other galns
{losses), net of related amortization of
deferred pollcy acqulsition costs, amounts
credited to the pollcyholder dividend obliga-
tion and amounts credited to participating
penslon contractholders

Fixed maturities

$(652.9) $(393.6) $(138.4)

Equity securities 94.2 164.6 204.7
Mortgage loans on real estate and real estate .

10 be disposed of (7.3) (70.5) (10.4)
Derivatives and other invested assets 41.5 49.3 44.5
Amortization adjustment for deferred policy ‘

acquisition costs 346 26.4 9.3

Amounts credited to participating pension

contractholders 23.3 (42.3) (6.9}

Amounts credited to the policyholder dividend

obligation 11.9 17.0 (14.1)

Net realized investment and other gains
(losses), net of related amortization of
deferred policy acquisition costs, amounts
credited to the policyholder dividend
obligation and amounts credited to

participating pension contractholders $(454.7) $(249.1) $ 88.7

Gross gains of $352.3 million in 2002, $463.6 million in 20041 and $398.5 million
in 2000, and gross losses of $185.7 million in 2002, $182.9 million in 2001 and
$227.8 million in 2000, were realized on the sale of available-for-sale securities.

The Company's investments in held-to-maturity securities and available-for-sale securities are summarized below:

Gross Gross
, Unreailzed Unreslized

Decomber 31, 2002 Amortized Cost Galns Losses Felr Vzluo
(in millions)
Held-to-Maturlty:
Corporate securities $ 11948 $ 323 $ 52 § 1,2219
Mortgage-backed securities 533.3 30.0 7.6 555.7
Obligations of states and political subdivisions 4.1 0.1 - 4.2
Fixed maturities held-to-maturity total $1,7322 $ 8624 $ 128 §$ 1,781.8
Avaliable-for-Sale:
Corporate securities $35,6564.9 $1,941.1 $1,182.3 $36,323.7
Mortgage-backed securities 7,178.4 394.1 271.0 7,301.5 ‘
Obligations of states and political subdivisions 312.8 24.2 - 337.0
Debt securities issued by foreign governments 1,487.9 178.4 2.9 1,663.4
U.8. Treasury securities and obligations of U.S. government corporations and agencies 211.0 10.9 0.2 2217
Fixed maturities available-for-sale total ’ 44,755.0 2,548.7 1,456.4 45,847.3
Equity securities 624.7 85.1 37.5 672.3
Total fixed maturities and equity securities available-for-sale $45,379.7 $2,633.8 $1,493.9 $46,519.6




Notes to Consolidated Financial Statements

2002 Annual Report 57

The Company’s investments in held-to-maturity securities and available-for-sale securities are summarized below:

Groso Groso

Unroalized Unrealized
December 31, 2001 Amortizred Cost Gains Losses Falr Value
(in millions)
Held-to-RMaturlty:
Corporate securities $ 10804 $ 283 $ 158 $ 1,0929
Mortgage-backed securities 844.9 14.5 43.0 816.4
Obligations of states and political subdivisions - 4.7 0.1 - 4.8
Fixed maturities held-to-maturity total $ 19300 $ 429 $ 588 ¢$ 19141
Available-for-Sale:
Corporate securities $31,234.1  $1,300.3 $1,002.8 $31,531.6
Mortgage-backed securities 5,450.4 130.5 98.9 5,482.0
Obligations of states and political subdivisions 111.7 5.4 0.2 116.9
Debt securities issued by foreign governments 1,643.2 98.6 11.9 1,729.9
U.S. Treasury securities and obligations of U.S. government corporations and agencies 302.6 3.8 6.5 299.9
Fixed maturities available-for-sale total - 38,742.0 1,538.6 1,120.3 39,160.3
Equity securities 752.3 187.4 52.9 886.8
Total fixed maturities and equity securities available-for-sale $39,494.3 $1,726.0 $1,173.2 $40,047.1

The amortized cost and fair value of fixed maturities at December 31, 2002, by
contractual maturity, are shown below:

Amortized Cost Felr Yelve
{in millions)
Held-to-Maturity:
Due in one year or less $ 192 $ 18.8
Due after one year through five years 32.7 44.4
Due after five years through ten years 195.8 202.0
Due after ten years. 951.2 960.9
1,1989  1,226.1
Mortgage-backed securities 533.3 555.7
Total $ 1,7322 $ 1,781.8
Available-for-Sale:
Due in one year or less $ 2,1815 $ 2,223.3
Due after one year through five years 11,169.0 11,378.3
Due after five years through ten years 13,070.8 13,440.3
Due after ten years 11,155.3 11,503.9
37,576.6 38,545.8
Mortgage-backed securities 7,178.4 7,301.5
Total $44,755.0 $45,847.3

Expected maturities may differ from contractual maturities because eligible
borrowers may exercise their right to call or prepay obligations with or without
call or prepayment penalties.

The change in net unrealized gains (losses) on trading securities that has been
included in earnings during 2002, 2001 and 2000 amounted to $(5.9) million,
($23.4) miltion and $7.9 million, respectively.

The Company participates in a security lending program for the purpose of
enhancing income on securities held. At December 31, 2002 and 2001,
$625.5 million and $775.4 million, respectively, of the Company's securities,
at market value, were on loan to various brokers/dealers, and were fully
collateralized by cash and highly liquid securities. The market value of the
loaned securities is monitored on a daily basis, and the coilateral is maintained
at a level of at least 102% of the loaned securities’ market value.

For 2002, 2001 and 2000, investment results passed through to participating

pension contractholders as interest credited to policyholders’ account balances

amounted to $168.3 miilion, $170.5 million, and $171.7 million, respectively.

Montgage loans on real estate are evaluated periodically as part of the Compa-
ny’'s loan review procedures and are considered impaired when, based on cur-
rent information and events, it is probable that the Company will be unable to
collect all amounts of principal and interest due according to the contractual
terms of the loan agreement. The valuation allowance is based on the present
value of the expected future cash flows, discounted at the loan's original effec-
tive interest rate, or is based on the collateral value of the loan if the ioan is
collateral dependent. This level is believed adequate by management to absorb
estimated probable credit losses that exist at the balance sheet date. Manage-
ment’s periodic evaluation of the adequacy of the allowance for losses is based
on the Company's past loan loss experience, known and inherent risks in the

" portfolio, adverse situations that may affect the borrower’s ability to repay

(including the timing of future payments), the estimated value of the underlying
collateral, composition of the loan portfolio, current economic conditions and
other relevant factors. This evaluation is inherently subjective as it requires
estimating the amounts and timing of future cash flows expected te be received
on impaired loans that may be susceptible to significant change. Any change to
the valuation allowance for mortgage loans on real estate is reported as a
component of net realized investment and other gains (losses). Interest
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received on impaired mortgage loans on real estate is included in interest

income in the period received. If foreclosure becomes probable, the measure-
ment method used is based on the collateral value. Foreclosed real estate is
recorded at the collateral’s fair value at the date of foreclosure, which estab-
lishes a new cost basis.

Changes in the allowance for probable losses on mortgage loans on real estate
and real estate to be disposed of are summarized below.

Balanco at
€nd of Year

Balanca at

Beginning of Year Additlons Deductions

(in millions)

Year ended December 31, 2002

Mortgage loans on real estate

Real estate to be disposed of

Total

Year ended December 31, 2001

Mortgage loans on real estate

Real estate to be disposed of
Total

Year ended December 31, 2000

Mortgage loans on real estate $1104 $ 54 $ 322 $ 836
Real estate to be disposed of 58.1 17.1 31.7 43.5
Total $168.5 $22.5 $ 63.9 $127.1

At December 31, 2002 and 2001, the total recorded investment in mortgage
loans that are considered to be impaired under SFAS No. 114, “Accounting by
Creditors for impairment of a Loan,” along with the related provision for losses

were as follows:

December 31, 2002 2001 .
(in miilions)
Impaired mortgage loans on real estate with provision for

losses $61.0 $105.4
Provision for losses (17.5) (43.5)
Net impaired mortgage loans on real estate $435 ¢$ 61.9

The average recorded investment in impaired loans and the interest income

recognized on impaired loans were as follows:

Yoar Ended Docembor 31, 2002 2001 2000
(in millions)
Average recorded investment in impaired loans $83.2 $81.5 $102.4

Interest income recognized on impaired loans 5.0 8.4 2.9

The payment terms of mortgage {oans on real estate may be restructured or
modified from time to time. Generally, the terms of the restructured mortgage
loans call for the Company to receive some form or combination of an equity
participation in the underlying collateral, excess cash flows or an effective yield
at the maturity of the loans sufficient to meet the original terms of the loans.

Restructured mortgage loans aggregated $54.8 million and $285.4 million as of
December 31, 2002 and 2001, respectively. The expected gross interest
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income that would have been recorded had the loans been current in accord-
ance with the original loan agreements and the actual interest income recorded

were as follows:

Years Endad December 31,

(in millions)
Expected $4.8 $24.3 $16.7
Actual 4.7 23.0 16.6

At December 31, 2002, the mortgage portfolio was diversified by geographic
region and specific collateral property type as displayed below:

Carrying
Amount

Geographlc

Property Type Concentratlon

(in millions)

$ 2,072.0
483.8
©1,091.2
Office buildings 2,991.2
Retail 1,996,‘9
Multi-Family 40.4

$ 1,108.6
433.4
1,456.1
495.1
800.0
2,152.4

East North Central
East South Central
Middle Atlantic

Apartments

Hotels

ndustriai

Mountain

New England

Pacific ’

Mixed Use 156.1  South Atlantic 2,243.4
Agricultural 2,650.9 West North Central 453.2
Other 385.2 West South Central 959.8

Canada/Other 1,765.7
Allowance for losses (62.0) Allowance for losses (62.0)
Total $11,805.7 Total $11,805.7

Mortgage loans with outstanding principal balances of $21.5 million, bonds with
amortized cost of $368.4 million and real estate with a carrying value of $0.7
million were non-income producing for the year ended _December 31, 2002.

The Company originates commercial mortgages and sells them to Commercial
Mortgage Backed Securities Trusts (Trusts), and in certain cases, retains servic-
ing rights to the mortgages sold. These Trusts are QSPEs in accordance with
SFAS No. 140 and therefore, as transferor of financial assets to these Trusts,
the Company is prohibited from using consolidation accounting for its relation-
ships with them. In accordance with FIN 48, this prohibition will continue. During
2002, 2001 and 2000, the Company sold $343.5 million, $592.1 million and
$359.2 million of commercial mortgage loans in securitization transactions,
respectively, for which it received net proceeds of $345.2 million, $596.0 mil-
lion and $362.2 million, resp'ectiveiy, from which it recognized pre-tax gains of
$1.9 million, $5.4 million and $3.4 million, respectively, and from which it
retained servicing assets of - $0.3 million, $1.5 million, and $0.4 miliion,
respectively. The Company’'s mortgage servicing assets were valued, in the
aggregate, at $5.1 million and $6.4 million at December 31, 2002 and 2001,

respectively.

Depreciation expense on investment real estate was $4.4 million, $6.0 million,
and $9.5 million in 2002, 2001 and 2000, respectively. Accumulated deprecia-
tion was $56.6 million and $70.5 million at December 31, 2002 and 2001,
respectively.

Investments in other assets, which inciude unconsolidated joint ventures, part-
nerships, and limited Hability corporations, accounted for using the equity
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method of accounting totaled $1,444.4 million and $1,062.1 million at
December 31, 2002 and 2001, respectively. Total combined assets of such
investments were $14,579.8 million and $12,541.6 million (consisting primarily
of investments), and total combined fiabilities were $2,564.6 million and
$1,108.6 million (including $1,109.7 million and $580.0 miilion of debt) at
December 31, 2002 and 2001, respectively. Total combined revenues and
expenses of these investments in 2002 were $890.6 million and $925.0 mil-
lion, respectively, resulting in $34.4 million of total combined loss from oper-
ations. Total combined revenues and expenses in 2001 were $942.5 million
and $645.2 million, respectively, resulting in $297.3 million of total combined
income from operations. Net investment income on investments accounted for
on the equity method totaled $66.8 million, $56.4 million and $143.8 million in
2002, 2001, and 2000 respectively.

Note 3 - Relatlonships with Varlable Interest Entitles

The Company has relationships with various types of special purpose entities
(SPEs) and other entities, some of which are variable interest entities (VIEs), as
discussed in Note 1 — Summary of Significant Accounting Policies above. Pre-
sented below are discussions of the Company's significant relationships with
and certain summarized financial information for these entities.

As explained in Note 1-Summary of Significant Accounting Policies above,
additional liabilities recognized as a result of consolidating VIEs in which the
Company is involved would not represent additional claims on the general
assets of the Company; rather, they would represent claims against additional
assets recognized by the Company as a result of consolidating the VIEs. These
additional liabilities are non-recourse to the general assets of the Company.
Conversely, additional assets recognized as a result of consolidating these VIEs
would not represent additional assets which the Company could use to satisfy
claims against its general assets, rather they would be used only to settle addi-
tional liabilities recognized as a result of consolidating the VIEs.

Collateralized Debt Obligatlons (€D0s). The Company acts as investment
advisor to certain asset backed investment vehicles, commonly known as
collateralized debt obligations (CDOs). The Company also invests in the debt
and/or equlity of these CDOs, and in the debt and/or equity of CDOs managed
by others., CDOs raise capital by issuing debt and equity securities, and use
their capital to invest in portfolios of interest bearing securities. The returns
from a CDO’s portfolio of investments are used by the CDO to finance its oper-
ations including paying interest on its debt and paying advisory fees and other
expenses. Any net income or net loss is shared by the CDO's equity owners
and, in certain circumstances where we manage the CDO, positive investment
experience is shared by the Company through variable performance manage-
ment fees. Any net losses are borne first by the equity owners to the extent of
their investments, and then by debt owners in ascending order of subordination
or are borne by the issuer of seperate account insurance policies. See Note 1 -
Summary of Significant Accouhting Policies above for a discussion of separate
account accounting.

If a CDO does not have sufficient controliing equity capital to finance its
expected losses at its origination, in accordance with FASB Interpretation No.
46 - “Consolidation of Variable Interest Entities, an interpretation of ARB No.
51" (FIN 48), the CDO is defined as a VIE for purposes of determining and
evaluating the appropriate consofidation criteria. While all CDOs are not VIEs, in
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accordance with FIN 46, where the Company is the primary beneficiary of the
CDO, and the CDO is a VIE, the Company will consolidate the financial state-
ments of the CDO into its own financial statements as of July 1, 2003.

In accordance with existing consclidation accounting principles, the Company
currently consolidates @ CDO only when the Company owns a majority of the
CDO’s equity, and will continue this practice for CDOs which are not considered
VIEs. The Company has not yet finalized its determination of whether each CDO
should be considered a VIE, or if each is a VIE, whether the Company would be
the primary beneficiary of each,

Owners of securities of CDQOs advised by the Company have no recourse to the
Company's assets in the event of default by the CDO, unless the Company has
guaranteed such securities directly for investors. The Company’s risk of loss from
any CDO it manages, or in which it invests, is limited to its investment in the CDO
and any such guarantees it may have made. All of these guarantees are
accounted for under existing insurance industry accounting principles, and the
guaranteed assets are recorded on the Company’s consolidated balance sheets,
at their fair value, as separate account assets. The Company believes it is
reasonably possible that it may consolidate one or more of the CDOs which it
manages, or will be required to disclose information about them, or both, as of
September 30, 2003, as a result of adopting FIN 46. The table below presents
summary financial data for CDOs which the Company manages, and data relating
to the Company's maximum exposure to l0ss as a result of its relationships with
them. The Company has determined that it is not the primary beneficiary of any
CDO in which it invests but does not manage and thus will not be required to
consolidate any of them. Credit ratings are provided by credit rating agencies, and
relate to the debt issued by the CDOs in which the Company has invested.

©

Docember 31 2002 2001

(in millions)

Total slze of Company-Managed CDOs

Total assets $6,220.9 $6,368.3
Total debt 3,564.4  3,436.0
Total other liabilities 2,429.7 2,664.3
Total liabilities 5,994.1 6,100.3
Total equity 226.8 268.0
Total liabilities and eguity $6,220.9 $6,368.3

Decombor 31 2002 2001

(in millions, except percents)

Maximum exposure of the Company to
losses from Company-Managed CDOs

Investments in tranches of Company-
managed CDOs, by credit rating
(Moody’s/Standard & Poor's):

Aaa/AAA $380.2 53.8% $502.9 58.9%

A3/A- 14.5 2.1 145 17

Baa2/BBB 218.0 31.0 218.0 25.6

Ba2/BB 7.0 1.0 18.5 2.2

B3/B- 6.0 0.8 - -

Not rated (equity) 79.8 11.3 98.9 11.6
Total Company exposure $705.5 100.0% $852.8

100.0%
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The Company has determined that each of its relationships with any CDO which
it does not manage is not significant, and has therefore not included
information related to CDOs which it does not manage above.

Low-lncome Housing Propertles. The Company generates income tax benefits
by investing in apartment properties (the Properties) that qualify for low income
housing and/or historic tax credits. The Company invests in the Properties
directly, and also invests indirectly via limited partnership real estate investment
funds (the Funds), which are consolidated into the Company’s financial state-
ments. The Properties are organized as limited partnerships or limited liability
companies each having a managing general partner or a managing member. The
Company is usually the sole limited partner or investor member in each Prop-
erty; it is not the general partner or managing member in any Property.

The Properties typically raise additional capital by qualifying for long-term debt,
which at times is guaranteed or otherwise subsidized by federa! or state agen-
cies, or by Fannie Mae. In certain cases, the Company invests in the mortgages
of the Properties, which are non-recourse to the general assets of the Company.
In the event of default by a mortgagee of a Property, the mortgage is subject to
foreclosure. Conversely, the assets of the Properties are not available to satisfy
claims against the general assets of the Company. No Property in which the
Company has been involved has undergone foreclosure. The Company’s max-
imum loss in relation to the Properties is limited to its equity investment in the
Properties, future equity commitments made, and where the Company is the
mortgagor, the outstanding balance of the mortgages originated for the Proper-
ties, and outstanding mortgage commitments the Company has made to the
Properties.

The Company currently uses the equity method of accounting for its investments
in the Properties. In some cases, the Company receives distributions from the
Properties which are based on & portion of the actual cash flows and receives
Federal income tax credits in recognition of its investments in each of the Prop-
erties for a period of ten years.

The Company is evaluating whether the Properties are VIEs in accordance with
FIN 46, The Company considers it reasonably possible that it may consolidate
each property, or be required to disclose information about them, as a result of
adopting FIN 46. The table below presents summary financial data for the Prop-
erties, and data relating to the Company’s maximum exposure to loss as a
result of these relationships.

December 31 2002 2001

(in miflions)
Total size of Properiles (U
Total assets

$682.2 $550.2

December 31 2002 2001

(in millions)

Maximum exposurs of the Company to lesses from Properties

Equity investment in the Properties @ $177.0 $134.3

Qutstanding Equity capital commitments to the Properties 139.4
Carrying value of mortgages for the Properties 65.2
Outstanding mortgage commitments to the Properties 5.1

Total Company exposure

{1) Certain data Is reported with a one-year delay, due 1o the delayed avallability of audited financial statements of
the Funds.

Other. The Company has a number of relationships with a disparate group of
entities (Other Entities), which result from the Company’s direct investment in
their equity and/or debt of the Other Entities. Two are energy investment
partnerships, one is an investment fund organized as a limited partnership, one
is a ski resort developer/operator, one is a stepvan manufacturer and one is a
steel spring manufacturing company whose debt the Company invested in, and
which subsequently underwent a corporate reorganization. The Company is
evaluating whether each is a VIE, but considers it reasonably possible that it
may consolidate each of these entities or be required to disciose information
about them, as a result of adopting FIN 46. The Company has made no guaran-
tees to any other parties involved with these entities, and has no further equity
or debt commitments to them. The Company’s maximum exposure to loss as a
result of its relationships with these entities is limited to its investment in them.

The table below presents summary financial data for the Properties, and data
relating to the Company’s maximum exposure to 10ss as a resuit of its relation-
ships with the Other Entities.

December 31 . 2002 2001

(in millions)

Total size of Other Entitles @

Total assets $301.6  $339.7
Total debt 310.7 308.3
Total other liabilities 66.2 88.0

Total liabilities 376.9 396.3

Total equity @ (75.3) (56.6),

$301.6  $339.7

(1) Certain data is reported with up to a one-year delay, due to the delayed availability of audited financial
statements of the Other Entitles.

The negative equity results from the inclusion of the ski resort operator mentioned above in the tabte. The
entity has an accumulated deficit from prior operations, but is current on its debt service and is cash flow
positive, The total equity shown above has not been adjusted to remove the portion attributable to other
shareholders.

Total liabilities and equity

2

Docember 31 2002 2001

(in millions)
Maximum sxposure of the Company to losses from OGther Entities (1
Combined equity and debt investments in the Other Entities  $153.7

$126.8

Total debt 396.4 326.6 Total Company exposure $163.7 $126.8
Total other liabilities 101.8 81.1 {1) The Company's maximum exposure to loss is limited to its investments of debt and equlity securities of these
Total liabilities 498.2 407.7 entities, which are carried at fair vaiue on the Company's financial statements.
Total equity 184.0 1425

Total liabilities and equity $682.2 $550.2

(1) Centain data is reported with a one-vear delay, due to the delayed availability of audited financial statements of
the properties.

Note 4 — Derlvatives and Hedging instruments

The fair value of derivative instruments classified as assets at December 31,
2002 and 2001 were $343.5 million and $334.3 million, respectively, and
appear on the consolidated balance sheet in other assets. The fair value of
derivative instruments classified as liabilities at December 31, 2002 and 2001
were $1,185.9 million and $586.7 million, respectively, and appear on the
consolidated balance sheet in other liabilities.
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Fair Value Hedges. The Company uses interest rate futures contracts and
Jinterest rate swap agreements as part of its overall strategies of managing the
‘duration of assets and liabilities or the average life of certain asset portfolios to
'specified targets. Interest rate swap agreements are contracts with a counter-
"party to exchange interest rate payments of a differing character (e.g., fixed-rate
payments exchanged for variable-rate payments) based on an underlying princi-
pal balance (notionai principal}. The net differential to be paid or received on
1interest rate swap agreements is accrued and recognized as a component of
j‘net investment income.

The Company also manages interest rate exposure by using interest rate swap
agreements to modify certain liabilities, such as fixed rate debt and Constant
Maturity Treasuries (CMT) indexed liabilities, by converting them to a LIBOR-
based floating rate.

The Company enters into purchased interest rate cap agreements, cancelable
interest rate swap agreements, and written swaptions to manage the interest
rate exposure of options that are embedded in certain assets and liabilities, A
writien swaption obligates the Company to enter into an interest rate agreement
on the expiration date contingent on future interest rates, Purchased interest
rate cap and floor agreements are contracts with a counterparty which require
fthe payment of a premium for the right to receive payments for the difference
between the cap or floor interest rate and a market interest rate on specified
future dates based on an underlying principai balance (notional principal).
Amounts earned on interest rate cap and floor agreements and swaptions are
recorded as an adjustment to net investment income.

The Company uses equity collar agreements to reduce its equity market
exposure with respect to certain common stock investments that the Company
holds. A coliar consists of a written call option that limits the Company’s poten-
tial for gain from appreciation in the stock price as well as a purchased put
option that limits the Company's potential for loss from a decline in the stock

*price.

Currency rate swap agreements are used to manage the Company’s exposure to
foreign exchange rate fluctuations. Currency rate swap agreements are con-
tracts to exchange the currencies of two different countries at the same rate of
exchange at specified future dates. The net differential to be paid or received on
currency rate swap agreements is accrued and recoghized as a component of

net investment income.

For the years ended December 31, 2002 and 2001, the Company recognized a
net loss of $18.5 million and a net loss of $16.5 million, respectively, related
to the ineffective portion of its fair value' hedges, and a net loss of $6.4 million
_'and a net gain of $1.9 million, respectively, related to the portion of the hedging
instruments that were excluded from the assessment of hedge effectiveness.
Both of these amounts are recorded in net realized investment and other gains
.and losses. For years ended December 31, 2002 and 2001, all of the Compa-
ny's hedged firm commitments qualified as fair value hedges.

Cash Flow Hedges. The Company uses forward starting interest rate swap
?agreements to hedge the variable cash flows associated with future fixed
‘income asset acquisitions, which will support the Company’s Iong‘térm care and
fife insurance businesses. These agreements will reduce the impact of future
interest rate changes on the cost of acquiring adequate assets to support the
investment income assumptions used in pricing these products. During the
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petiods in the future when the acquired assets are held by the Company, the
accumulated gain or loss will be amortized into investment income as a yield
adjustment on the assets.

The Company uses interest rate futures contracts to hedge the variable cash
flows associated with variable benefit payments that it will make on certain
annuity confracts. Amounts are reclassified from other comprehensive income
when benefit payments are made.

For the years ended December 31, 2002 and 2001, the Company recognized a
gain of $7.2 million and a loss of $0.2 million, respectively, related to the
ineffective portion of its cash flow hedges. These amounts are recorded in net
realized investment and other gains and losses. For the year ended December
31, 2001, all of the Company’s hedged forecast transactions qualified as cash
fiow hedges.

For the year ended December 31, 2002, a net gain of $0.5 million and & net
loss of $0.2 million, respectively, were reclassified from other accumulated
comprehensive income to earings. it is anticipated that approximately $3.5
million will be reclassified from other accumulated comprehensive income to
earnings within the next twelve months. The maximum length for which variable
cash flows are hedged is 24 years.

For the year ended December 31, 2002, none of the Company’'s cash flow
hedges have been discontinued because it was probable that the original fore-
casted transactions wouid not occur by the end of the originally specified time
period documented at inception of the hedging relationship.

The transition adjustment for the adoption of SFAS No. 133, as amended,
resulted in an increase in other comprehensive income of $23.0 million {(net of
tax of $12.3 million) representing the accumulation in other comprehensive
income of the effective portion of the Company's cash flow hedges as of Jan-
uary 1, 2001. For the years ended December 31, 2002 and 2001, $175.4 mil-
lion of gain (net of tax of $94.5 million) and $3.8 million of loss (net of tax of
$2.1 million) representing the effective portion of the change in fair value of
derivative instruments designated as cash flow hedges was added to accumu-
lated other comprehensive income, resulting in a balance of $194.5 million (net
of tax of $104.8 miilion) and $19.1 million (net of tax of $10.3 mittion),
respectively.

Derivatives Not Deslgnated as Medging Instruments. The Company enters into
interest rate swap agreements, cancelable interest rate swap agreements, total
return swaps, interest r_ate futures contracts, and interest rate cap and floor
agreements to manage exposure to interest rates as described above under Fair
Value Hedges, without designating the derivatives as hedging instruments,

In addition the Company used interest rate floor agreements to hedge the inter-
est rate risk associated with minimum interest rate guarantees in certain of its
life insurance and annuity businesses, without designating the derivatives as
hedging instruments.

The Company enters into equity indexed futures contracts and equity indexéd
option contracts and equity swaps to generate investment return related to
equity indexed universal life insurance policies. For the years ended December
31, 2002, 2001 and 2000, $6.1 million, $10.0 million and $14.5 million,
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respectively, of losses on these derivatives are included in benefits to policy-
holders and are offset by crediting similar amounts to policyholders’ accounts.

Mote 5 - Income Taxes

The Company files a life/non-life insurance company consolidated federal
income tax return. The life insurance company sub-group includes three domes-
tic life insurance companies (the Life Company, John Hancock Variable Life
Insurance Company and Investors Partner Life Insurance Company) and a
Bermuda life insurance company (John Hancock Reassurance Company, Ltd.)
that is treated as a U.S. company for federal income tax purposes. The non-iife
insurance company subgroup consists of John Hancock Financial Services, Inc.,
John Hancock Subsidiaries, LLC and John Hancock International Holdings, Inc.

In addition to taxes on operations, mutual life insurance companies are charged
an equity base tax. The Mutual Company was a mutual life insurance company
for the entire year 1999, therefore it was subject to the recomputation of its
1999 equity base tax liability in its 2000 tax return. The equity base tax is
determined by application of an industry-based earnings rate to the Mutual
Company’s average equity base, as defined by the Internal Revenue Code. The
industry earnings rate is determined by the Internal Revenue Service (IRS) and
is not finalized until the subsequent year.

Income before income taxes and cumulative effect of accounting changes
includes the foliowing:

Yeers Endod Docember 34, 2002 2002 2600
(in millions)
Domestic $521.5 $760.2 $1,088.7
Foreign 114.7 65.2 69.6
Income before income taxes and cumulative

effect of accounting changes $636.2 $826.1 $1,158.3
The components of income taxes were as follows:
Yoars Ended Decomber 34, 2002 2004 2000
{in millions)
Current taxes:
Federal $ 464 $(386) $ 122
Foreign 37.2 8.6 7.5
State 4.6 4.6 12.0

88.2 (25.4) 317

Deferrad taxes:

Federal 42.8 235.9 285.8
Foreign 12.4 10.8 23.1
State 6.7) (6.7) {1.0)

48.5 240.0 307.9

Total income taxes $136.7 $214.6 $3396
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A reconciliation of income taxes computed by applying the federal income-tax
rate to income before income taxes and the consolidated income tax expense
charged to operations follows:

Yeers Ended Decanther 31, 20602 2001 - 2000 i
{(in millions) \
Tax at 35% $2227  $289.1° $405.4
Add (deduct): Q
Equity base tax - (13.4)  (48.0)
Prior year taxes 6.6) 11.4 (0.3)
Tax credits (36.4) (28.1) (20.6)
Foreign taxes 2.0 1.3 0.4
Tax exempt investment income (35.8) (32.4) (16.4)
Lease income (25.5) (15.6) -
Other 16.1 23 17.4
Total income taxes $136.7 $214.6 $339.6

The significant components of the Company's deferred tax assets and liabilities
were as follows: ‘

. |
December 31, 2002

2001(1) |
(in millions) |
Deferred tax assets:
Policy reserve adjustments $ 607.9 $ 676.7
Dividends payable to policyholders 136.2 158.8
Interest 32.5 26.0
Other employee benefits 154.5 144.8
Book over tax basis of investments 233.4 118.1
Unearned premium 182.8 185.8
Total deferred tax assets 1,346.3 1,310.0
Deferred tax ifabliitles:
Deferred policy acquisition costs 1,087.6 986.5
Pension plan expense 76.0 83.7
Depreciation 18.4 32.3
Basis in partnerships - 854 61.7
Market discount on bonds 18.9 18.0
Lease income 772.7 624.0
Goodwiil 803" 83.2‘
Unrealized gains 2261 170.0
Capitalized charges related to mutual funds 12.7 31.5!
Other 19.1 42.2
Tota! deferred tax liabilities 2,377.9 2,133.1
Net deferred tax liabilities $1,031.6 $ 823.1

(1} Reciassifications of certaln prior year data have been made for comparative purposes, |

The Company made income tax payments of $65.2 million and $1.7 million,
and received an income tax refund of $25.7 million in 2002, 2001 and 2000,
respectively,
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Note 6 - Closed Block

As of February 1, 2000, the Company established a closed block for the benefit
of certain classes of individual or joint traditional participating whole life
insurance policies for which the Company had a dividend scale payable in 1999
and individual term life insurance policies that were in force on February 1,
2000. Assets were allocated to the closed block in an amount that, together
with anticipated revenues from policies inciuded in the closed block, was rea-
sonably expected to be sufficient to support such business, including provision
for payment of benefits, direct asset acquisition and disposition costs, and
taxes, and for continuation of dividend scales payable in 1999, assuming
experience underlying such dividend scales continues. Assets allocated to the
closed block inure solely to the benefit of the holders of the policies included in
the closed block and will not revert to the benefit of the shareholders of the
Company. No reallocation, transfer, borrowing, or lending of assets can be
made between the closed block and other portions of the Company's general
account, any of its separate accounts, or any affiliate of the Company without
approval of the Massachusetts Division of Insurance.

If, over time, the aggregate performance of the closed block assets and policies
is better than was assumed in funding the closed block, dividends to policy-
holders will be increased. if, over time, the aggregate performance of the closed
block assets and policies is less favorable than waé assumed in the funding,
dividends to policyholders could be reduced.

The assets and liabilities allocated to the closed block are recorded in the
Company’s financial statements on the same basis as other similar assets and
liabilities. The carrying amount of closed block liabilities in excess of the carry-
ing amount of closed block assets at the date of demutualization {adjusted to
eliminate the impact of related amounts in accumulated other comprehensive
income) represents the maximum future earnings from the assets and liabilities
designated to the closed block that can be recognized in income over the period
the policies in the closed block remain in force. The Company has developed an
actuarial calculation of the timing of such maximum future shareholder earn-
ings, and this is the basis of the policyholder dividend obliéation.

If actual cumulative earnings are greater than expected cumuiative earnings,
only expected earnings will be recognized in income. Actual cumuiative earnings
in excess of expected cumulative earnings represents undistributed accumu-
lated earnings attributable to policyholders, which are recorded as a policy-
holder dividend obligation because the excess will be paid to closed block
policyholders as an additional policyholder dividend unless otherwise offset by
future performance of the closed block that is less favorable than originally
expected. If actual cumulative performance is less favorable than expec{ed, only
actual earnings will be recognized in income.

The principal cash flow items that affect the amount of closed block assets and
liabilities are premiums, net investment income, purchases and sales of
investments, policyholders’ benefits, policyholder dividends, premium taxes,
guaranty fund assessments, and income taxes. The principal income and
expense items excluded from the closed block are management and main-
tenance expenses, commissions and net investment income and realizea
investment gains and losses of investment assets outside the closed block that
support the closed block business, all of which enter into the determination of
total gross margins of closed block policies for the purpose of the amortization
of deferred acquisition costs. The amounts shown in the following tables for
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assets, liabilities, revenues and expenses of the closed block are those that
enter into the determination of amounts that are to be paid to policyholders,

The following tables set forth certain summarized financial information relating
to the closed block as of the dates indicated:

December 31, 2002 2001
(in miilions)

Llabifitles

Future policy benefits $10,509.0 $10,198.7
Policyholder dividend obligation 288.9 251.2
Policyhotders’ funds 1,504.0 1,460.9
Policyholder dividends payable 432.3 433.4
Other closed block liabitities 111.7 53.7
Total closed block liabilities $12,845.9 $12,397.9
Assets

Investments

Fixed maturities:

Heid-to-maturity — at amortized cost

(fair value: 2002 - $97.1; 2001 - $100.7) $ 860 $ 1033
Available-for-sale — at fair value
(cost; 2002 - $5,580.2; 2001 - $5,204.0) 5,823.2 5,320.7
Equity securities: ’
Available-for-sale — at fair value
(cost: 2002 - $10.5; 2001 - $8.8) 12.4 13.4
Mortgage loans on real estate 1,665.8 1,837.0
Policy loans 1,555.1 1,551.9
Short-term investments 25.2 -
Other invested assets 212.4 83.1
Total investments 9,380.1 8,909.4
Cash and cash eqguivalents 244.0 192.1
Accrued investment income 156.3 158.9
Other closed block assets 327.6 297.5
Total closed block assets $10,108.0 $ 9,557.9
Excess of reported closed block liabilities over
assets designated to the closed block $ 27379 $ 2,840.0
Portion of above representing other comprehensive
income:
Unrealized appreciation {depreciation), net of tax of
$(84.0) million and $(43.3) million at 2002 and
2001, respectively ) 155.9 80.1
Allocated to the policyholder dividend obligation, net
of tax $88.8 million and $50.8 million at 2002
and 2001, respectively (164.9) (94.4)
Total {9.0) (14.3)

Maximum future earnings to be recognized from

closed block assets and liabilities $ 27289 $ 28257
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Decomber 31, 2001
(in millions)

Change in the policyholder dividend obligation:

Balance at beginning of period $251.2 $ 77.0
Impact on net income before income taxes (70.8) 42.5
Unrealized investment gains (losses) 108.5 67.1
Cumulative effect of change in accounting principle (1) 64.6
Balance at end of period $288.9 $251.2

(1) The cumulative effect of change in accourting principle represents the impact of transferring fixed maturities
from heldto-maturity to available-for-sale &s part of the adoption of SFAS No. 133 effective January 1, 2001,

See Note 1.

Yeer Ended
December 31,

2002

2001

Fo7 the perled
February 1 through
December 33,

2000
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Maximum future earnings from closed block assets and liabilities:

Year Ended Decomber 31, 2002

(in millions)

Beginning of period $2,825.7
End of period 2,728.9
Change during period $ (96.8) $ (
Nots 7 — Debt and Line of Credit
Short-term and long-term debt consists of the following:
December 31, 2002
(in millions)
Short-term debt:
Commercial paper $ 2494 $
Current maturities of long-term debt 99.5

Total short-term debt 348.9

(in millions) Long-term debt:
Revenues Surplus Notes, 7.38% maturing in 2024 447.4 447.3
Premiums $ 969.9 $ 940.0 $ 865.0 Bond payable, 5.625%, maturing in 2008 498.8
Net investment income 663.9 667.5 591.6 Notes payable, interest ranging from 4.67% to
Net realized investment and other 12.0%, due in varying amounts to 2013 489.8 494.2
gains (losses), net of amounts Total fong-term debt 1,436.0
credited to the policyholder dividend L "
obligation of $(11.9) miliion, ess current maturities (99.5)
$(17.0) million and $14.1 million, Long-term debt 1,336.5
respectively (5.2) (3.6) (2.9) Total long and short-term debt before fair value
Other closed block revenues 0.1 0.6 (0.6) adjustments 1,685.4 1,440.1
Total closed block revenues 1,628.7 1,604.5 1,453.1 Fair value adjustments related to interest rate swaps
Benefits and Expenses & 1138
Benefits to policyhoiders 1,057.6 924.4 870.0 Total. tong and short-term debt after fair value
adjustments $1,799.2
Change in the policyholder dividend "
obligation (60.2) 54.9 466  Consumer notes:
Other closed block operating costs Notes r;ayable,. |nter§st ranging from 2.65% to
and expenses (5.2) (6.3) (10.0) 6.00%, due in varying amounts to 2032 $ 2902 $ -
Dividends to poiicyholders 489.7 474.9 407.1 {1) As part of its interest rate management, the Company uses Interest rate swaps to convert the Interest expense
Total benefits and expenses 1,481.9 1‘447'9 1'313.7 on the Surplus Notes from fixed to variable. Under FAS 133, these swaps are designated as fair value hedges,
which resuits in the carrying value of the notes being adjusted for changes in fair value.
Closed block revenues, net of closed
block benefits and expenses,
before income taxes and The Company issues commercial paper primarily to meet working capital needs.
c:mulative effect of accounting 468 566 1304 The Company had commercial paper with a book value of $249.4 million and a
change 146. 156. .
g face value of $250.0 million outstanding at December 31, 2002. The weighted-
Income taxes, net of amounts . . .
credited to the policyholder dividend average interest rate for outstanding commercial paper at December 31, 2002
obligation of $1.3 million, $4.6 was 1.52%. The weighted-average life for outstanding commercial paper at
million, and $2.8 million, December 31, 2002 was approximately 29 days. Commercial paper borrowing
respectively 50.0 53.0 523 arrangements are supported by a syndicated line of credit. The Company had no
Closed block revenues, net of closed commercial paper outstanding at December 31, 2001.
block benefits and expenses and
income taxes, before cumulative The issuance of Surptus Notes by the Life Company was approved by the Massa-
effect of accounting change 96.8 103.6 87.1 o . e
chusetts Commissioner of Insurance, and any payments of interest or principal
Cumulative effect of accounting the Surol Not . th . | of the M husett
change, net of tax _ (1.4) _ on the Surplus Notes requires the prior approval o e Massachusetts
issi I . t [ i i
Closed block revenues, net of closed Commissioner of Insurance. The notes payable consists of debt issued by vari
block benefits and expenses, ous other operating subsidiaries of the Company of which $248.1 million was
income taxes and the cumulative issued in 2002 by John Hancock Canadian Corporation, a subsidiary of the
effect of accounting change $ 968 $ 1022 $ 871

Company, is fully guaranteed by the Company.
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At December 31, 2002, the Company had a committed line of credit through a
group of banks inctuding Fleet National Bank, JPMorgan Chase, Citicorp USA,
inc., The Bank of New York, The Bank of Nova Scotia, Fleet Securities, Inc. and
JPMorgan Securities, Inc,, totaling $1.0 billion, $500.0 million pu‘rsuant to a
364-day commitment (renewed effective July 26, 2002), and $500.0 miilion
pursuant to a muiti-year facility (renewable in 2005). The banks will commit,
when requested, to loan funds at prevailing interest rates as determined in
accordance with the line of credit agreement. Under the terms of the agree-
ment, thé Company is required to maintain certain minimum levels of net worth
and comply with certain other covenants, which were met at December 34,
2002. At December 31, 2002, the Company had no outstanding borrowings
under the agreement.

Aggregate maturities of longterm debt are as follows: 2003 - $99.5 million;
2004 - $19.3 million; 2005 -~ $28.5 million; 2006 - $16.3 million; 2007 - $9.8
million and thereafter - $1,262.6 mitlion.

Interest expense on debt, included in other operating costs and expenses, was
$38.6 million, $70.3 million, and $63.4 miliion in 2002, 2001 and 2000,
respectively. tnterest paid amounted to $89.6 mitlion in 2002, $65.3 milfion in
2001, and $63.4 miilion in 2000.

Consumer Notes. The Life Company issues consumer notes through its
SignatureNotes program. SignatureNotes is an investment product sold through a
broker-dealer network to retail customers in the form of publicly traded fixed and/
or floating rate securities. SignatureNotes are issued weekly with a variety of
maturities, interest rates, and call provisions. SignatureNotes may be redeemed
upon the death of the holder, subject to an annual overall program redemption
limitation of 1% of the aggregate securities outstanding, or $1,000,000, or an
individual redemption limitation of $200,000 of aggregate principal.

Aggregate maturities of consumer notes are as follows: 2005 - $4.8 miliion;
20086 ~ $12.2 million; 2007 - $26.8 million and thereafter - $252.2 miilion, As of
December 31, 2002, there are no maturities of consumer notes in 2003 or 2004.

Interest expense on consumer notes, included in benefits to policyholders, was
$2.5 million in 2002. No interest expense was incurred in 2001 and 2000. Inter-
est pafd amounted to $1.4 mitlion in 2002. No interest was paid in 2001 or 2000.

Note B ~ Minority Interest

Minority interest relates to preferred stock issued by Maritime Life, an indirect
majority owned subsidiary of the Company, preferred stock issued by Signature
Tomato, a subsidiary of Signature Fruit, a subsidiary of the Company, which
acguired certain assets and assumed certain liabilities out of bankruptcy pro-
ceedings of Tri-Valley Growers, Inc., a cooperative association, and equity inter-

Note 9 - Reinsurance
The effect of reinsurance on premiums written and earned was as follows:
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ests in consolidated partnerships. For financial reporting purposes, the assets,
the liabilities, and earnings of Maritime Life, Signature Fruit and the partner-
ships are consolidated in the Company’s financial statements.

In 1986, Maritime Life issued $25.3 million of Series A Cumulative Redeemable
Preferred Stock (Preferred Stock). Dividends on the Preferred Stock are payable
quarterly at 18% of the average of two prime rates of two specified Canadian
banks. The Preferred Stock is nonvoting and redeemable at Maritime Life's sole
option ata price_ of Cdn. $25 per preferred share.

On November 19, 1999, Maritime Life issued $68.2 million of Non-Cumulative
Redeemable Second Preferred Shares, Series 1 (Series 1 Preferred Shares) at a
price of Cdn. $25 per preferred share. Dividends on the Series 1 Preferred
Shares are payable quarterly, through December 31, 2004, at a rate of Cdn.
$0.38125 per preferred share. Commencing on January 1, 2005, the Series 1
Preferred Shares dividends will be calculated by applying Cdn. $25 to the
greater of 90% of the prime rate and 5.85% per annum, caiculated quarterly.
The Series 1 Preferred Shares are nonvoting and redeemable at Maritime Life's
sole option any time after December 31, 2004 at 2 price of Cdn. $25.50 pius
all declared and unpaid dividends. In addition, shareholdérs as of December 31,
2004 have the option to convert their Series 1 Preferred Shares to Non-
Cumulative Redeemable Second Preferred Shares, Series 2 (Series 2 Preferred
Shares). The Series 2 Preferred Shares will have a dividend rate of not less
than 85% of the yield of certain bonds of the Government of Canada.

On December 31, 2002, Maritime Life issued $61.9 million of Non-Cumulative
Redeemable Second Preferred Shares, Series 3 (Series 3 Preferred Shares) at a
price of Cdn. $25 per share. Dividends on the Series 3 Preferred Shares are
payable quarterly, through December 31, 2007, at a rate of Cdn. $0.38125 per
preferred share, or 6.14% per annum. The Series 3 Preferred Shares are non-
voting and redeemable at Maritime Life's sole option any time on or after
December 31, 2007 at Cdn. $26 per preferreq s'hare, on or after December 31,
2008 at Cdn. $25.75 per preferred share, on or after December 31, 2009 at
Cdn. $25.50 per preferred share, on or after December 31, 2010 at Cdn.
$25.25 per preferred share and on or after December 31, 2011 at Cdn. $25.00
per preferred share.

In conjunction with the transaction discussed above, Signature Tomato, a sub-
sidiary of Signature Fruit, issued $2.1 million of 14.24% cumulative, voting
preferred stock in exchange for debt. In addition, Signature Fruit sold 3.0% of its
Class A membership shares to outside third parties with put options exercisabie
in a period from one to three years from acquisition.

The minority interest in the equity of consolidated partnerships refiect the origi-
nal investment by minority shareholders in a consoiidated partnership, along
with their proportional share of the earnings or fosses of this partnership.

2002 Pramiums 2001 Premiums 2000 Promiums
Written Eamod wrirten Eamod written Eomod
{in milions)
Life, Heaith and Annulty:
Direct $3,625.8 $3,620.7 $4,086.5 $4,090.4 $4,084.3 $4,083.6
Assumed 471.2 471.2 429.9 429.9 466.8 466.8
Ceded - {714.8) {(714.8) (669.0) (669.0) (1,098.3) (1,098.3)
Net life, heaith and annuity premiums $3,382.2 $3,377.14 $3,847.4 $3,851.3 $3,452.8 §3452.1
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For the years ended December 31, 2002, 2001 and 2000, benefits to policy-
holders under life, health and annuity ceded reinsurance contracts were $755.5
million, $527.0 million, and $684.5 miliion, respectively.

On February 28, 1997, the Company sold @ major portion of its group insurance
business to UNICARE Life & Health Insurance Company (UNICARE), a wholly
owned subsidiary of WeliPoint Health Networks, Inc. The business sold included
the Company’s group accident and health business and related group life busi-
ness and Cost Care, Inc., Hancock Association Services Group and Tri-State,
Inc., all of which were indirect wholly-owned subsidiaries of the Company. The
Company retained its group fongterm care operatiéns. The insurance business
sold was transferred to UNICARE through a 100% coinsurance agreement. The
Company remains liable to its policyholders 10 the extent that UNICARE does
not meet its contractual obligations under the coinsurance agreement.

Through the Company's group health insurance operations, the Company
entered into a number of reinsurance atrangements in respect of personal acci-
dent insurance and the occupational accident component of workers compensa-
tion insurance, a portion of which was originated through a poo! managed by
Unicover Managers, inc. Under these amrangements, the Company both
assumed risks as a reinsurer, and also passed 95% of these risks on to other
companies. This business had originally been reinsured by a number of different
companies, and has become the subject of widespread disputes. The disputes
concern the placement of the business with reinsurers and recovery of the
reinsurance. The Company is engaged in disputes, including a number of legal
proceedings, in respect of this business. The risk to the Company is that other
campanies that reinsured the business from the Company may seek to avoid
their reinsurance obligations. However, the Company believes that it has a
reasonable legal position in this matter. During the fourth quarter of 1999 and
early 2000, the Company received additional information about its exposure to
losses under the various reinsurance programs. As a result of this additional
information and in connection with global settlement discussions initiated in
late 1999 with other parties involved in the reinsurance programs, during the
fourth quarter of 1999 the Company récognized a charge for uncollectible
reinsurance of $133.7 million, after tax, as its best estimate of its remaining
loss exposure. The Company believes that any exposure to loss from this issue,
in addition to amounts already provided for as of December 31, 2002, would
not be material.

Reinsurance ceded contracts do not refieve the Company from its obligations to
policyholders. The Company remains liable to its policyholders for the portion
reinsured to the extent that any reinsurer does not meet its obtligations for
reinsurance ceded to it under the reinsurance agreements. Failure of the
reinsurers to honor their obligations could result in losses to the Company;
consequently, estimates are established for amounts deemed or estimated to
be uncollectible. To minimize its exposure to significant losses from reinsurance
insolvencies, the Companhy evaluates the financial condition of its reinsurers
and monitors concentration of credit risk arising from simitar characterisﬁcs of
the reinsurers.

Note 10 - Pension Bencfit Plans and Other Postretirement Benefit Plans

The Company provides pension benefits to substantially all employees and
general agency personnel. These benefits are provided through both qualified
and non-qualified defined benefit and qualified defined contribution pension
plans. Through the non-qualified defined benefit plans, the Company provides
supplemental pension benefits to employees with salaries and/or pension

Notes to Consolidated Financial Statements

benefits in excess of the gualified plan limits imposed by U.S. tax law. The
Maritime Life Plans are all qualified plans, and pension benefits are based on
years of service and final average salary (generally during the S years prior to
retirement). Prior to 2002, pension benefits under the JHFS defined benefit
plans were also based on years of service and final average compensation
(generally during the three years prior to retirement). In 2001, the defined bene-
fit pension plans were amended to a cash balance basis under which benefits
are based on career average compensation. Under grandfathering rules,
employees within 5 years of early retirement eligibility or employees over age 40
and with at least 10 years of service will receive pension benefits based on the
greater of the benefit from the cash balance basis or the prior final average
salary basis. This amendment became effective on January 1, 2002, Benefits
related to the Company's defined benefit pension plans paid t0 employees and
retirees covered by annuity contracts issued by the Company amounted to
$141.8 million in 2002, $115.9 million in 2001, and $102.2 million in 2000.
Plan assets consist principally of listed domestic and international equity secu-
rities, private equity securities including timber and agricultural real estate,
corporate obligations, and U.S. and foreign government securities,-

The Company’s funding policy for qualified defined benefit plans is to contribute

' annually an amount at least equal to the minimum annual contribution required

under the Employee Retirement Income Security Act (ERISA) and other appii-
cable laws, and, generally, not greater than the maximum amount that can be
deducted for federal income tax purposes. In 2002 and 2001, $3.6 miilion and
$0.8 million, respectively, were contributed to these plans. Of the $3.6 million
contributed in 2002, $3.0 million was contributed to only one plan to ensure

that the plan's assets continued to exceed the plan's Accumulated Benefit
Obligation. This contribution is not deductible for 2002, but is expected to be
deductible for 2003. The funding policy for nan-qualified defined benefit plans is
to contribute the amount of the benefit payments made during the year.

The Company recognized a loss of $41.2 million in 2002 and a gain of $19.7
mitlion in 2001 in other comprehensive income, before taxes from the increase
in the additional minimum fiability (less the increase in the intangible asset)
over the value at the end of the prior year.

Defined contribution plans include The Investment Incentive Plan and the Sav-
ings and Investment Plan. The expense for defined contribution plans was
$13.4 million, $13.2 million, and $10.2 million, in 2002, 2001 and 2000,
respectively.

In addition to the Company's defined benefit pension plans, the Company has
employee welfare plans for medical, dental, and life insurance covering most of
its retired employees and general agency personnel. Substantially alt employees
may become eligible for these benefits if they reach certain age and service
requirements while employed by the Company. The postretirement health care
and dental coverages are contributory based for post January 1, 1992 non-union

retirees. A small portion of pre-January 1, 1992 non-union retirees also contrib-
ute. The applicable contributions are based on the number of years of service.

The Company's policy is to fund postretirement benefits in amounts at or below
the annual tax qualified limits. As of December 31, 2002 and 2001, plan
assets related to non-union employees were comprised of an irrevocable healtt
insurance contract to provide future health benefits to retirees and a 401(h
account under the pension plan. The plan assets underlying the insurance cor
tract are comprised of approximately 60% equity -securities and 40% fixe
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At December 31, 2002, the Company had a committed line of credit through a
group of banks including Fleet National Bank, JPMorgan Chase, Citicorp USA,
Inc., The Bank of New York, The Bank of Nova Scotia, Fleet Securities, Inc. and
JPMorgan Securities, Inc., totaling $1.0 billion, $500.0 million pu'rsuant to a
364-day commitment (renewed effective July 26, 2002}, and $500.0 million
pursuant to a multi-year facility (renewable in 2005). The banks will commit,
when requested, to loan funds at prevailing interest rates as determined in
accordance with the line of credit agreement. Under the terms of the agree-
ment, the Company is required to maintain certain minimum ievels of net worth
and comply with certain other covenants, which were met at December 31,
2002. At December 31, 2002, the Company had no outstanding borrowings
under thé agreement.

Aggregate maturities of longterm debt are as follows: 2003 - $99.5 miltion;
2004 ~ $19.3 million; 2005 - $28.5 million; 2006 — $16.3 million; 2007 - $9.8
million and thereafter - $1,262.6 million.

Interest expense on debt, included in other operating costs and expenses, was
$98.6 million, $70.3 million, and $63.4 million in 2002, 2001 and 2000,
respectively. Interest paid amounted to $89.6 million in 2002, $85.3 million in
2001, and $63.4 million in 2000.

Consumer MNotes, The Life Company issues consumer notes through its
SignatureNotes program. SignatureNotes is an investment product sold through a
broker-dealer network to retait customers in the form of publicly traded fixed and/
or floating rate securities, SignatureNotes are issued weekly with a variety of
maturities, interest rates, and call provisions. SignatureNotes may be redeemed
upon the death of the holder, subject to an annual overall program redemption
limitation of 1% of the aggregate securities outstanding, or $1,000,000, or an
individual redemption limitation of $200,000 of aggregate principal.

Aggregate maturities of consumer notes are as follows: 2005 - $4.8 million;
2006 - $12.2 miltion; 2007 — $26.8 miliion and thereafter — $252.2 million. As of
December 31, 2002, there are no maturities of consumer notes in 2003 or 2004.

Interest expense on consumer netes, included in berefits to policyholders, was
$2.5 million in 2002. No interest expense was incurred in 2001 and 2000. Inter-
est paid amounted to $1.4 miltion in 2002. No interest was paid in 2001 or 2000.

Note 8 - Minority Interest

Minority interest relates to preferred stock issued by Maritime Life, an indirect
majority owned subsidiary of the Company, preferred stock issued by Signature
Tomato, a subsidiary of Signature Fruit, a subsidiary of the Company, which
acquired certain assets and assumed certain liabilities out of bankruptcy pro-
ceedings of Tri-Valley Growers, Inc., a cooperative association, and equity inter-

Note 8 ~ Reinsurance
The effect of reinsurance on premiums written and earned was as follows:
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ests in consolidated partnerships. For financial reporting purposes, the assets,
the liabilities, and earnings of Maritime Life, Signature Fruit and the partner
ships are consolidated in the Company’s financial statements.

In 1986, Maritime Life issued $25.3 million of Series A Cumulative Redeémable
Preferred Stock (Preferred Stock). Dividends on the Preferred Stock are payable
quarterly at 18% of the average of two prime rates of two specified Canadian
banks. The Preferred Stock is nonvoting and redeemable at Maritime Life's sole
option at a pricg of Cdn. $25 per preferred share.

On November 19, 1999, Maritime Life issued $68.2 million of Non-Cumulative
Redeemable Second Preferred Shares, Series 1 (Series 1 Preferred Shares) at a
price of Cdn. $25 per preferred share. Dividends on the Series 1 Preferred
Shares are payable quarterly, through December 31, 2004, at a rate of Cdn.
$0.38125 per preferred share. Commencing on January 1, 2005, the Series 1
Preferred Shares dividends will be calculated by applying Cdn. $25 to the
greater of 30% of the prime rate and 5.85% per annum, calculated quarterly.
The Series 1 Preferred Shares are nonvoting and redeemable at Maritime Life's
sole option any time after December 31, 2004 at a price of Cdn. $25.50 plus
all declared and unpaid dividends. in addition, shareholdérs as of December 31,
2004 have the option to convert their Series 1 Preferred Shares to Non-
Cumulative Redeemable Second Preferred Shares, Series 2 (Series 2 Preferred
Shares). The Series 2 Preferred Shares will have a dividend rate of not less
than 95% of the yield of certain bonds of the Government of Canada.

On December 31, 2002, Maritime Life issued $61.9 million of Non-Cumulative
Redeemable Second Preferred Shares, Series 3 (Series 3 Preferred Shares) at a
price of Cdn. $25 per share. Dividends on the Series 3 Preferred Shares are
payable quarterly, through December 31, 2007, at a rate of Cdn. $0.38125 per
preferred share, or 6.1% per annum. The Series 3 Preferred Shares are non-
voting and redeemable at Maritime Life's sole option any time on or after
December 31, 2007 at Cdn. $26 per preferred s:hare, on or after December 31,
2008 at Cdn. $25.75 per preferred share, oﬁ or after December 31, 2009 at
Cdn. $25.50 per preferred share, on or after December 31, 2010 at Cdn.
$25.25 per preferred share and on or after December 31, 2011 at Cdn. $25.00
per preferred share.

In conjunction with the transaction discussed above, Signature Tomato, a sub-
sidiary of Signature Fruit, issued $2.1 million of 14.24% cumulative, voting
preferred stock in exchange for debt. In addition, Signature Fruit sold 3.0% of its
Class A membership shares to outside third parties with put options exercisable
in a period from one to three years from acquisition.

The minority interest in the equity of consolidated partnerships reflect the origi-
nal investment by minority shareholders in a consolidated partnership, along
with their proportional share of the earnings or losses of this partnership.

2002 Premiums 2001, Premiums 2000 Promiums
Written Eamed Written Eamed Virtten Eamod
(in millions)
Life, Heailth and Annuity:
Direct $3,625.8 $3,620.7 $4,086.5 $4,090.4 $4,084.3 $4,083.6
Assumed 4712 471.2 429.9 429.9 488.8 466.8
Ceded (714.8) (714.8) (669.0) (669.0) (1,098.3) (1,098.3)
Net life, health and annuity premiums $3,382.2 $3,377.1 $3,847.4 $3,851.3 $3,452.8 $3,452.1
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For the years ended December 31, 2002, 2001 and 2000, benefits to policy-
holders under life, health and annuity ceded reinsurance contracts were $755.5
million, $527.0 million, and $684.5 million, respectively.

On February 28, 1997, the Company sold a major portion of its group insurance
business to UNICARE Life & Health Insurance Company (UNICARE), a wholly
owned subsidiary of WellPoint Health Networks, Inc. The business sold included
the Company's group accident and health business and related group life busi-
ness and Cost Care, Inc., Hancock Association Services Group and Tri-State,
Inc., all of which were indirect wholly-owned subsidiaries of the Company. The
Company retained its group long-term care operations. The insurance business
sold was transferred to UNICARE through a 100% coinsurance agreement, The
Company remains liabie to its policyholders to the extent that UNICARE does
not meet its contractual obligations under the coinsurance agreement.

Through the Company's group health insurance operations, the Company
entered into a number of reinsurance arrangements in respect of personal acci-
dent insurance and the occupational accident component of workers compensa-
tion insurance, a portion of which was originated through a poo! managed by
Unicover Managers, Inc. Under these arrangements, the Company both
assumed risks as a reinsurer, and also passed 95% of these risks on to other
companies, This business had originally been reinsured by a number of different
companies, and has become the subject of widespread disputes. The disputes
concern the placement of the business with reinsurers and recovery of the
reinsurance. The Company is engaged in disputes, including a number of legal
proceedings, in respect of this business. The risk to the Company is that other
companies that reinsured the business from the Company may seek to aveid
their reinsurance obligations. However, the Company believes that it has a
reasonable legal position in this matter. During the fourth quarter of 1999 and
early 2000, the Company received additional information about its exposure to
losses under the various reinsurance programs. As a result of this additional
information and in connection with global settlement discussions initiated in
late 1999 with other parties involved in the reinsurance programs, during the
fourth quarter of 1999 the Company recognized a charge for uncollectible
reinsurance of $133.7 million, after tax, as its best estimate of its remaining
loss exposure. The Company believes that any exposure to toss from this issue,
in addition to amounts already provided for as of December 31, 2002, would
not be material.

Reinsurance ceded contracts do not relieve the Company from its obligations to
policyholders. The Company remains liable to its policyholders for the portion
reinsured to the extent that any reinsurer does not meet its obligations for
reinsurance ceded to it under the reinsurance agreements. Failure of the
reinsurers to honor their obligations could result in losses to the Company;
consequently, estimates are established for amounts deemed or estimated to
be uncollectible. To minimize its exposure to significant losses from reinsurance
insolvencies, the Company evaluates the financial condition of its reinsurers
and monitors concentration of credit risk arising from similar characterisfics of

the reinsurers.

Mote 10 - Pension Benefit Plans and Other Postretirement Benefit Plans

The Company provides pension benefits to substantially all employees and
general agency personnel. These benefits are provided through both qualified
and non-qualified defined benefit and qualified defined contribution pension
plans. Through the non-qualified defined benefit plans, the Company provides
supplementa! pension benefits to employees with salaries and/or pension

benefits in excess of the gualified plan limits imposed by U.S. tax law. The
Maritime Life Plans are all qualified plans, and pension benefits are based on
years of service and final average salary (generally during the 5 years prior to
retirement). Prior to 2002, pension benefits under the JHFS defined benefit
plans were also based on years of service and final average compensation
(generally during the three years prior to retirement). In 2001, the defined bene-
fit pension plans were amended to a cash balance basis under which benefits
are based on career average compensation. Under grandfathering rules,
employees within 5 years of early retirement eligibility or employees over age 40
and with at least 10 years of service will receive pension benefits based on the
greater of the benefit from the cash balance basis or the prior final average
salary basis. This amendment became effective on January 1, 2002. Benefits
related to the Company’s defined benefit pension plans paid to employees and
retirees covered by annuity contracts issued by the Company amounted to
$141.8 million in 2002, $115.9 million in 2001, and $102.2 million in 2000.
Plan assets consist principally of listed domestic and international equity secu-
rities, private equity securities including timber and agricultural real estate,
corporate obligationhs, and U.S. and foreign government securities.:

The Company's funding policy for qualified defined benefit plans is to contribute

* annually an amount at least equal to the minimum annual contribution required

under the Employee Retirement Income Security Act (ERISA) and other appli-
cable laws, and, generally, not greater than the maximum amount that can be
deducted for federal income tax purposes. In 2002 and 2001, $3.6 million and
$0.8 million, respectively, were contributed to these plans. Of the $3.6 miliion
contributed in 2002, $3.0 million was contributed to only one plan to ensure
that the plan’s assets continued to exceed the plan’s Accumulated Benefit
Obligation. This contribution is not deductible for 2002, but is expected to be
deductible for 2003. The funding policy for non-qualified defined benefit plans is
to contribute the amount of the benefit payments made during the year.

The Company recognized a loss of $41.2 million in 2002 and a gain of $19.7
million in 2001 in other comprehensive income, before taxes from the increase
in the additional minimum liability (less the increase in the intangible asset)
over the value at the end of the prior year.

Defined contribution plans include The Investment Incentive Plan and the Sav-
ings and Investment Plan. The expense for defined contribution plans was
$13.4 million, $13.2 million, and $10.2 million, in 2002, 2001 and 2000,
respectively.

In addition to the Company's defined benefit pension plans, the Company has
employee welfare plans for medical, dental, and life insurance covering most of
its retired employees and general agency personnel. Substantially all employees
may become eligible for these benefits if they reach certain age and service
requirements while employed by the Company. The postretirement health care
and dental coverages are contributory based for post January 1, 1992 non-union
retirees. A smali portion of pre-January 1, 1992 non-union retirees also contrib-
ute. The épp”cable contributions are based on the number of years of service.

The Company's policy is to fund postretirement benefits in amounts at or below
the annual tax qualified limits. As of December 31, 2002 and 2001, plan
assets related to non-union employees were comprised of an irrevocable health
insurance contract to provide future health benefits to retirees and a 401(h)
account under the pension plan. The plan assets underlying the insurance con-
tract are comprised of approximately 60% equity -securities and 40% fixed
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income investments. The plan assets in the 401(h) account are comprised of
approximately 75% equity securities and 25% fixed income investments. Plan
assets related to union employees were comprised of approximately 60% equity

\

Toer Ended Docembar 31,

' Penslon Benefits

2002

2001

securities and 40% fixed income investments, held in a 501(c) (9) trust.

quatlified and nonqualified benefit plans are summarized as follows:

The changes in benefit obligation and plan assets related to the Company's

Other Postretirement

Benefits

2002

2001

(in millions)

Change in benefit obligation:

Benefit obligation at beginning of year

$2,009.7 $1,876.3 $448.7 $493.3
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Other Postretirement

Ponsion Benafits Banofits

Yoar Endod Decomber 31, 2002 2001 2002 2001
(in millions)

Funded status (159.2) 283.1 (387.4) (203.0)
Unrecognized actuarial (gain) loss 519.8 26.0 98.7 (95.5)
Unrecognized prior service cost 87.2 67.9 (42.3) (47.5)
Unrecognized net transition asset (4.8) (5.8) - -

Prepaid (accrued) benefit cost $423.7 $371.2 $(331.0) $(346.0)

Amounts recognized in balance sheet
consist of:

Prepaid benefit cost $596.7 $539.0

Accrued benefit liability including

Year Endet December 31,

Service cost -30.3 32.7 4.0 8.5 minimum liability (277.6) (231.8)
Interest cost 138.6 134.1 338 322 Intangible asset 0.1 0.5
Amendments 9.9 50.1 - (48.3) Accumulated other comprehensive income 1045  63.3
Actuarial {gain) loss 93.5 46.7 1438 (3.9) Net amount recognized $423.7 $3712
Translation (gain} loss 2.8 4.4) 0.1 0.4)
Benefits paid (164.3) (129.8) (37.6) (29.8) The assumptions used in accounting for the Company's qualified and non-
Acquisition of subsidiary _ 4.0 _ 1.0 qualified benefit plans were as follows:
Curtailment (22.9) - (1.2) (3.9) Other Postratiremont
Benefit obligation at end of year 2,097.6 2,009.7 591.6 4487 Pension Bondfits Bonafite

- Year Endad Docember 31, 2002 2001 2002 2001
Change in plan assets:

r — Discount rate 6.75% 7.25% 6.75% 7.25%
Fair value of plan assets at beginning of
year 2,292.8 25058 2457 261.4 Expected return on plan assets 9.50% 9.50% 9.50% 9.50%
Actual return on plan assets (201.8) (101.5) (25.5) (8.7) Rate of compensation increase 3.50% 4.20% - -
Employer contribution 27.2 19.7 216 206 :
Employee contribution ~ _ 3.9 6.5 The expected return on plan assets rates shown above are the rates used in
Benefits paid (164.3) (129.8) (41.5) (36.1) computing the net periodic costs for the year. The rates of compensation
Curtailment (16.6) N - ~ increase and the discount rates shown above are the rates used in computing
- the yearend measurements and for computing the net periodic costs for the
Translation (loss) gain 11 (5.6) - - )
following year.

Acquisition of subsidiary - 4.2 - -
Fair value of plan assets at end of year 1,938.4 22928 2042 2457 For measurement purposes, a 10.0% annual rate of increase in the per capita

cost of covered health care benefits was assumed for 2003. The rate was
assumed to decrease gradually to 5.25% in 2008 and remain at that level
thereafter.

For the prior valuation, an 8.0% annua! rate of increase in the per capita cost of
covered health care benefits was assumed for 2002. The rate was assumed to
decrease gradually to 5.25% in 2006 and remain at that level thereafter.

The net periodic benefit (credit) cost retated to the Company’s qualified and nonqualified benefit plans includes the following components:

Penslon Benefits Other Postratirament Benofito

2002 2001 2000 2002 2001 2000
(in millions) ’
Service cost $ 303 $ 327 $ 368 $ 40 $ 85 $ 78
interest cost 1386 1341 1341 338 322 314
Expected return on plan assets (207.6) (230.5) (217.4) (22.8) (24.3) (24.1)
Amortization of transition asset (0.5) (0.5) (12.7) -~ - -
Amortization of prior service cost 7.0 6.5 4.6 (3.2) (2.2) (0.2)
Recognized actuarial gain 8.4 (18.3) (10.9) (2.0} (6.8) (8.8)
Other - - - - (3.9) -
Net periodic benefit (credit) cost $ (23.8) $ (76.0) $ (655 $ 9.8 $ 35 $ 6.4
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Assumed health care cost trend rates have a significant effect on the amounts
reported for the healthcare plans. A one-percentage point change in assumed
health care cost trend rates would have the following effects:

1-P 1f

Point Incrozse  Point Decresse

(in millions)
Effect on total of service and interest costs in 2002 $ 3.4 $ (3.1)

Effect on postretirement benefit obligations as of
December 31, 2002 45.0 (41.5)

Year Ended Docombor 31,

Notes to Consolidated Financial Statements

The information that follows shows supplemental information for the Company's
defined benefit pension plans. Certain key summary data is shown separately
for qualified plans and non-qualified plans. The qualified plans include all the

plans of Maritime Life.

Nonqualiiied
Plens
2001

Nonqualtfied
Plans
2002

(in millions)

Benefit obligation at the end of year

$1,795.7 $301.9 $2,097.6 $1,750.9 $ 258.8 $2,009.7

Fair value of plan assets at end of year

1,933.2 5.2 1,938.4 2,288.2 4.6 2,292.8

Funded status

137.5 (296.7) (159.2) 537.3 (254.2) 283.1

Unrecognized net actuarial (gain) loss

382.9 136.9 519.8 (64.0) 90.0 26.0

Unrecognized prior service cost

78.6 (10.7) 67.9 71.7 (3.8)

Unrecognized transition (asset) liability

(4.9) 01 {4.8) {6.0) 0.2

Prepaid (accrued) benefit cost

$ 594.1 $(170.4) $ 4237 $ 539.0 $(167.8) $ 3712

Prepaid benefit cost

$ 596.7 $ - $ 596.7 $ 533.0 $ -

Accrued benefit liability including minimum Kability (2.6) (275.0) (277.6) - (231.8)
Intangible asset - 0.1 0.1 - 0.5
Accumulated other comprehensive income - 104.5 104.5 - ¢ 83.3

Net amount recognized

594.1 $(170.4) $ 4237 $ 539.0 $(167.8) $ 371.2

28.6 $ 17 $ 303 $ 280 $ 47 $

Service cost

Interest cost 120.6 18.0 138.6 115.1 19.0
Expected return on plan assets (207.4) (0.2) (207.6) (230.4) (0.1)
Amortization of transition asset (0.6} 0.1' ) (0.5) (0.6) 0.1
Amortization of prior service cost 6.5 0.5 7.0 4.5 2.0
Recognized actuarial gain 2.3 6.1 8.4 (24.8) 6.5

Net periodic benefit (credit) cost

$ (50.0) $ 26.2 $ (23.8) $ (108.2) $ 322 $

Note 11 ~ Commitments, Guarantees and Contingenclses

Commitments. The Company has extended commitments to purchase fixed
maturity investments, preferred and common stock, and other invested assets
and issue mortgage loans on real estate totaling $577.4 million, $0.3 million,
$729.9 million and $635.2 million, respectively, at December 31, 2002. If
funded, loans related to real estate mortgages would be fully collateralized by
related properties. The Company monitors the creditworthiness of borrowers
under tong-term bond commitments and requires collateral as deemed neces-
sary. The estimated fair vatues of the commitments described above aggregate
$1.9 billion at December 31, 2002. The majority of these commitments expire
in 2003.

Guarantees. n the course of business the Company enters into guarantees
which vary in nature and purpose. The following guarantee is disclosed pursuant
to FASB Interpretation No. 45, “Guarantor’s Accounting and Disclosure Require-
ments for Guarantees, Including Indirect Guarantees of Indebtedness of Others”.

+ The Life Company guarantees certain mortgage securitizations transactions
the Company entered into with FNMA and FRLMC. This guarantee will persist
until the pool of mortgages is paid off in full by the mortgagees. The Life
Comp'any must perform under this guarantee where the mortgagees fail to
repay their mortgages. The maximum amount of future payments the Life
Company may be required to make pursuant to the guarantee is approximately
equivalent to the December 31, 2002 aggregate outstanding principal balance
of the pool of FNMA loans of $19.2 million and the FHMLC loans of $20.1
million.

Contlingencles
Class Actiom. During 1997, the Company entered into a court-approved settle-
ment relating to a class action lawsuit involving certain individuat life insurance
policies sold from 1979 through 1996. In entering into the settlement, the
Company specifically denied any wrongdoing. The total reserve held in con-
nection with the settlement to provide for relief to class members and for legal
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and administrative costs associated with the settlement amounted to $11.9
million and $52.7 million at December 31, 2002 and 2001, respectively. The
Company incurred no costs related to the settlement in 2002 or 2000. Costs
incurred related to the settlement were $30.0 million in 2001, The estimated
reserve is based on a number of factors, including the estimated cost per claim
and the estimated costs to administer the claims.

During 1996, management determined that it was probable that a settiement
would occur and that a minimum loss amount could be reasonably estimated.
The Company recorded its best estimate based on the information available at
the time. The terms of the settiement agreement were negotiated throughout
1997 and approved by the court on December 31, 1997. in accordance with the
terms of the seftlement agreement, the Company contacted class members

during 1998 to determine the actual type of relief to be sought by class mem-
I bers. The majority of the responses from class members were received by the
‘ fourth quarter of 1998. The type of relief sought by class members differed from
the Company's initial estimates. in 1999, the Company updated its estimate of
the cost of claims subject to alternative dispute resofution relief and revised its
reserve estimate accordingly. The reserve estimate was further evaluated quar-
| terly, and was adjusted as noted above, in 2001. The adjustment to the reserve
in the fourth quarter of 2001 was the result of the Company being able to better
estimate the cost of settling the remaining claims, which on average tend to be
larger, more complicated claims. The better estimate comes fram experience
with actual settiements on similar claims.

Administration of the ADR component of the settlement continues to date.
Alithough some uncertainty remains as to the cost of claims in the final phase
(i.e., arbitration) of the ADR process, it is expected that the final cost of the
settlement will not differ materially from the amounts presently provided for by
the Company.

Hamls Trust. Since 1983, the Company has been involved in complex litigation
known as Harris Trust and Savings Bank, as Trustee of Sperry Master Retirement
Trust No. 2 v. John Hancock Mutual Life Insurance Company (3.D.N.Y. Civ. 83-
5491). After successive appeals to the Second Circuit and to the U.S. Supreme
Court, the case was remanded to the District Court and tried to a Federal District
Court judge in 1997, The judge issued an opinion in November 2000.

In that opinion the Court found against the Company and awarded the Trust
approximately $13.8 million in relation to this claim together with unspecified
additional prejudgment interest on this amount from October 1988. The Court
also found against the Company on issues of liability valuation and ERISA law.
Damages in the amount of approximately $5.7 million, together with
unspecified pre{judgment interest from December 1996, were awarded on these
issues. As part of the refief, the judge ordered the removal of Hancock as a
fiduciary to the pfan. On Aprit 11, 2001, the Court entered a judgment against
the Company for approximately $84.9 million, which includes damages to the
plaintiff, pre-judgment interest, attorney's fees and other costs.

On May 14, 2001 the Company filed an appeal in this case. On ‘August 20,
2002, the Second Circuit Court of Appeals issued a ruling, affirming in part,

reversing in part, and vacating in part the District Court’s judgment in this case.
The Second Circuit Court of Appeals’ opinion overturned substantial portions of
_the District Court's opinion, representing the vast majority of the lower court's
award of damages and fees, and sent the matter back to the District Court for

further proceedings. The matter remains in litigation, and no final judgment has
been entered.

2002 Annual Report 69

Notwithstanding what the Company believes to be the merits of its position in
this case, if unsuccessful, its ultimate liability, including fees, costs and inter-
est could have a material adverse impact on net income. However, the Com-
pany does not believe that any such liability would be material in relation to its
financial position or liquidity.

Moda! Premium Litigation. On July 19, 2002, the Company announced it had
entered into & class action lawsuit settlement agreement invalving policyholders
who paid premiums on a monthly, guarterly or semiannuai basis, rather than
annually. The class action lawsuit, known as the “Modal Premium” action, was
filed in @ New Mexico state court. As a result of the settlement, the Company
established a $30.0 million reserve ($19.5 miflion after taxes) as of June 30,
2002 to provide for economic relief in the form of a Settlement Death Benefit 1o
the approximately 1.5 million class members who purchased various insurance
products from the Company and paid on a monthly, quarterly or semi-annual
basis. The reserve also provides for the legal and administrative costs asso-
ciated with the settlement. In entering into the settlement, the Company specifi-
cally denied any wrongdoing. The Settlement Death Benefit Period began on
February 19, 2003 and extends for either nine or twelve months, depending
upon the age of the class member. Although some uncertainty remains as to
the final cost of the settiement, it is expected that it will not differ materiaily
from the amounts presently provided for by the Company.

COther. In the normal course of its business operations, the Company is
involved with fitigation from time to time with claimants, beneficiaries and oth-
ers, and a number of litigation matters were pending as of December 31, 2002.
It is the opinion of management, after consultation with counsel, that the uiti-
mate liability with respect to these claims, if any, wili not materiaflly affect the
financial position or results of operations of the Company.

Note 12 ~ Shareholders’ Equ!ty

(&) Common Stock. As result of the demutualization and initial public offering
as described in Note 1, the Company has one class of capital stock, common
stock, $.01 par value, 2.0 billion shares authorized. At December 31, 2002,
approximately 15.2 million and 0.7 million shares of common stock were
reserved for-issuance refated to the issuance of stock under the 1999 Long:
term Stock Incentive Plan (as amended, the Long-Term Stock Incentive Plan and
the Non-Employee Directors’ Long-Term Stock Incentive Plan, respectively).

The Company's Board of Directors has adopted a Shareholder Rights Plan,
pursuant to which one Right (as defined below) accompanies each outstanding
share of Common Stock issued. Each right (a “Right”) entitles the holder to
purchase from the Company one one-thousandth of a share of the Company’s
Series A Junior Participating Preferred Stock (“Series A Preferred”) at a price of
$170 (the “Purchase Price”}. Under certain circumstances set forth in the
Rights Pian, in lieu of purchasing shares of Series A Preferred the holders of
Rights {other than a person who has acquired 10% or more of the Company's
Comimon Stock) will be entitled to purchase additional shares of Common Stock
of the Company or its successor in the event of a merger or business combina-
tion, at a per share price equal to half of the market price of such shares. The
Rights will expire at the close of business on January 26, 2010, unless earlier
redeemed or exchanged by the Company. Untit the Right is exercised, the holder
of a Right, as such, does not have any rights as a shareholder with respect to
the Rights.
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On October 26, 2000, the Company announced that its Board of Directors
approved a repurchase program beginning in the fourth quarter of 2000, with no
termination date, under which the Company was authorized to purchase up to
$500 million of its outstanding common stock. On August 8, 2001 the Board of
Directors approved an additional $500 million to be used to repurchase stock in
the repurchase program and in June 2002, the Board authorized an additional
$500 million increase to the stock repurchase program, bringing the total
amount approved to be used to repurchase Company stock to $1.5 biliion. The
stock repurchase program was implemented as a mechanism for the Company
to deploy excess capital and increase shareholder value, and to offset the dilu-
tive effect of JHFS' stock incentive plans. Stock repurchased under the program
is accounted for as treasury stock, catried at cost and reflected as a reduction
to shareholders' equity. Under the repurchase program, purchases have been
and will be made from time to time, depending on market conditions, business
opportunities and other factors, in the open market or through privately nego-
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tiated transactions. As of December 31, 2002 and 2001, the Company had
repurchased approximately 29.5 million and 18.5 million shares of its common
stock in the open market at a total cost of $1,056.4 million and $671.6 million,
respectively, under this repurchase authorization. Also inciuded in the treasury
stock balance on the consolidated balance sheets are 20,885 shares of for-
feited non-vested stock previously acquired on the open market by the company
for grant to key employees under the Long-Term Stock Incentive Plan at a cost
of $0.8 million and 983 shares received as consideration for the option
exercises under the Long-Term Stock Incentive Plan of $0.04 million.

On June 8, 2001, the Company, using a “shelf registration,” registered $1.0 bil-

lion in debt securities, preferred stock, common stock, warrants, stock purchase
contracts and stock purchase units. On November 29, 2001 the Company sold,
under the $1.0 billion shelf, $500.0 million in 7-year senior unsecured notes at al

coupon of 5.625% with the proceeds used for general corporate purposes.

{b) Gther Comprehensive Income. The components of accumulated other comprehensive income are as follows:

|

Net Net A Forelgn Y Other,
Unreallzed Qeln {loss} on Trensiation Pension Comprehensive
(Losses)  Cash Flow Hadges Adjustment Uablity Income
(in millions)
Batlance at December 31, 199¢ $ 60.5 - $(33.2) $(81.2) $(33.9
Gross unrealized gains (losses) (net of deferred income tax expense of $39.0 million) 49.8 - - - 49.8
Reclassification adjustment for gains {losses), realized in net income (net of tax benefit of
$62.0 million) 115.2 - - - 115.2
Adjustment for participating group annuity contracts (net of deferred income tax benefit of
$3.6 million) {6.8) - - - (6.8
Adjustment for deferred policy acquisition costs and present value of future profits (net of deferred
income tax benefit of $14.6 million) (27.3) - - - (27.3
Adjustment for poticyholder dividend obligation (net of deferred income tax benefit of $4.7 miltion) (8.8) (8.8
Net unrealized gains (losses) 1221 - - - 1221
Foreign currency transiation adjustment - (19.14) - (19.1
Minimum pension liability (net of deferred income tax expense of $4.4 million) - ' - - 8.2 8.2
Balance at December 31, 2000 - $182.6 - $(52.3) $(53.0) $ 77.3
Gross unrealized gains (losses) (net of deferred income tax benefit of $67.2 million) (64.4) - - - 64.4
Reclassification adjustment for gains (losses), realized in net income (net of tax benefit of
$80.3 miltion) 149.1 - - - 149.1
Adjustment for participating group annuity contracts (net of deferred Income tax benefit of
$5.1 million) (9.5) - - - (9.5
Adjustment for deferred policy acquisition costs and present value of future profits (net of deferred
income tax benefit of $26.8 million) (49.5) - - - (49.5
Adjustment for policyholder dividend obligation {net of income tax benefit of $46.1 million) (85.6) = - - (85.6]
Change in accounting principles (net of income tax expense of $122.6 miilion) 204.7 $22.9 - - 227.6
Net unrealized gains (losses) 144.8 22.9 - - 187.7
Net accumulated gains (fosses) on cash flow hedges (net of income tax benefit of $2.1 million) - (3.8) - - (3.8
Foreign currency translation adjustment - - (28.4) - (28.4]
Minimum pension liability (net of deferred income tax expense of $8.2 million) ~ - ~ 15.2 152
Balance at December 31, 2001 $327.4 $19.1 $(80.7) $(37.8) $228.0
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Net Wet Accumulated  Forelgn Currency  Minimum  Accumulatsd Othar

Unreallzed Gain (loss) on Translation Pension Comprehensive
{Losses) Cesh Flow Hodgeo Adjustment Uability Incoms
(in millions)
| Balance at December 31, 2001 $327.4 $ 19.1 $(80.7) $(37.8) $228.0
Gross unrealized gains (losses) (net of deferred income tax of $76.1 million) 168.1 - - - 168.1
Reclassification adjustment for gains (losses), realized in net income (net of deferred income tax of )
$63.7 million) - 118.4 - - - 118.4
Adjustment for participating group annuity contracts (net of deferred income tax benefit of
$14.6 million) (27.2) - - - (27.2)
Adjustment for deferred policy acquisition costs and present value of future profits (net of deferred
income tax benefit of $31.1 million) (57.7) - - - (57.7)
Adjustment for policyholder dividend obligation (net of income tax benefit of $38.0 million) (70.7) - - - (70.7)
Net unrealized gains (losses) 130.9 - - - 130.9
Net accumulated gains (losses) on cash flow hedges (net of income tax expense of $94.5 million) - 175.4 - - 175.4
Foreign currency translation adjustment - - 13.2 - 13.2
Minimum pension liability (net of deferred income tax benefit of $13.2 million) - -~ - (24.3) (24.3)
Balance at December 31, 2002 $458.3 $194.5 $(67.5) $(62.1) $523.2

Net unrealized investment gains (losses), included in the conéo!idated balance
sheets as a component of shareholders’ equity, are summarized as follows:

For the Years Ended December 31, 2002 2001 2000

{(in millions)

Balance, end of year comprises:

Unrealized investment gains {losses) on:

Fixed maturities $1,092.3 $4183 $206.5
Equity investments 47.5 134.5 264.8
Derivatives and other 36.2 196.9 (146.7)
Total 1,176.0 749.7 324.6
Amounts of unrealized investment (gains) '
losses attributable to:
Participating group annuity contracts (90.8) (49.0) (34.4)
Deferred policy acquisition cost and
present value of future profits (146.9) (58.1) 18.2
Policyholder dividend obligation (253.9) (145.2) (13.5)
Deferred federal income taxes (226.1) (170.0) (112.3)
Total (717.7)  (422.3) (142.0)

Net unrealized investment gains $ 458.3 $327.4 $1826

{c) Statutory Resuits. The Company adopted the new codified statutory
accounting principles (Codification) effective January 1, 2001. Codification
changes prescribe statutory accounting practices and results in changes to the
accounting practices that the Company and its domestic life insurance sub-
sidiaries use to prepare their statutory-basis financial statements.

The Life Company and its domestic insurance subsidiaries prepare their
statutory-basis financial statements in accordance with accounting practices
prescribed or permitted by the state of domicile. For the Life Company, the
Commonwealith of Massachusetts only recognizes statutory accounting practi-
ces prescribed or permitted by Massachusetts insurance regulations and laws.
The National Association of Insurance Commissioners’ “Accounting Practices
and Procedures” manual (NAIC SAP) has been adopted as a component of
prescribed or permitted practices by Massachusetts. The Commissioner of
Insurance has the right to permit other specific practices that deviate from
prescribed practices, otherwise known as a permitted practice.

From time to time the Company has requested permission from the Common-
wealth of Massachusetts Division of Insurance for a permitted accounting prac-

tice. The Company currently has three permitted practices which relate to an
admitted asset for the pension plan prepaid expense, an admitted asset for the
start-up and launch costs due from the experience fund of the Federal Long-Term
Care Program, and an admitted asset for an aftertax ceding commission in the
acquisition of the fixed universal life insurance business of Allmerica Financial.

Prior to 2001, the Commissioner had provided the Company approval to recog-
nize as an admitted asset the pension plan prepaid expense in accordance with
the requirements of SFAS No. 87, “Employers’ Accounting for Pensions.” Begin-
ning in 2001, the Commissioner has provided the Company with approval to
phase-in over a three-year period the impact of implementing the material provi-
sions of statutory SSAP No. 8, “Pensions.” As a result of this permitted prac-
tice, the Company's reported statutory surplus as of December 31, 2002 is
increased by $159.7 million over what it would be under NAIC SAP. Statutory
net income is not impacted by this permitted practice.

During 2002, the Company received permission from the Commonwealth of
Massachusetts Division of Insurance to record an admitted asset for the
Federal Long-Term Care Program start-up and launch costs due from its experi-
ence fund of $19.3 million at December 31, 2002.

During 2002, the Company received permission from the Commonwealth of
Massachusetts Division of Insurance to record an admitted asset for the after-tax
ceding commission in the acquisition of the fixed universal life insurance busi-
ness of Allmerica Financial of $60.5 million at December 31, 2002, which will be
amortized over five years. There are no other material permitted practices.

Statutory net income and surplus include the accounts of the Life Company and
its variable life insurance subsidiary, John Hancock Variable Life Insurance
Company, including its wholly-owned subsidiary and Investors Partner Life
Insurance Company. Investors Guaranty Life Insurance Company, a former sub-
sidiary of the Company, was sold in 2001, and its statutory net income for the
period January 1, 2001 to May 22, 2001 and for the year 2000, and its stat-
utory surplus at December 31, 2000, are included in the table below.

2002 2001 2000

(in millions)

$ 2717
3,624.1

$ 6417 $ 6176
3,513.6 3,700.5

Statutory net income

Statutory surplus
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Massachusetts has enacted laws governing the payment of dividends by
insurers. Under Massachusetts insurance law, no insurer may pay any share-
holder dividends from any source otﬁer than statutory unassigned funds without
the prior approval of the Massachusetts Division of Insurance. Massachusetts
law also limits the dividends an insurer may pay in any twelve month period,
without the prior permission of the Massachusetts Division of tnsurance, to the

greater of (i) 10% of its statutory policyholders’ surplus as of the preceding

December 31 or (ii) the individual company's statutory net gain from operations
for the preceding calendar year, if such insurer is a life company.

Note 413 - Segment Information

The Company’s reportable segments are strategic business units offering differ-
ent products and services. The reportable segments are managed separately,
as they focus on different products, markets or distribution channels.

Protection Segment. Offers a variety of individual iife insurance and individual

and group long-term care insurance products, including participating whole life,
term life, universal life, variable life, and individual and group longterm care
insurance. Products are distributed through muitiple distribution channels,
including insurance agents and brokers and alternative distribution channels
that include banks, financial planners, direct marketing and the Internet.

Asset Gathering Segment. Offers individual annuities and mutual fund products
and semwvices. Individual annuities consist of fixed deferred annuities, fixed
immediate annuities, single premium immediate annuities, and variable
annuities. Mutua!l fund products and services primarily consist of open-end
mutual funds closed-end funds, institutiona!l advisory accounts and privately
managed accounts. This segment distributes its products through distribution
channels including insurance agents and brokers affiliated with the Company,
securities brokerage firms, financial planners, pension plan sponsors, pension
plan consultants and banks.

Guaranteed and Structured Financlal Products (G&SFP) Segment. Offers a
variety of retirement products to qualified defined benefit plans, defined con-
tribution plans and non-qualified buyers. The Company’s products include guar-
anteed investment contracts, funding agreements, single premium annuities,
and general account participating annuities and fund type products. These con-
tracts provide non-guaranteed, partially guaranteed, and fully guaranteed
investment options through general and separate account products. The seg-
ment distributes its products through a combination of dedicated regional repre-
sentatives, pension consultants and investment professionals. The segment’s
new consumer notes program distributes primarily through brokers affiliated
with the Company and securities brokerage firms.

Investment anagement Segment. Offers a wide range of investment
management products and services to investors covering a variety of private
and publicly traded asset classes including fixed income, equity, mortgage
loans, and real estate. This segment distributes its products through a combina-
tion of dedicated sales and marketing professionals, independent marketing
specialists, and investment professionals.

Corporate and Other Segment. Primarily consists of the Company's interna-
tional insurance operations, certain corporate operations, and businesses that
are either disposed or in run-off. Corporate operations primarily include certain
financing activities, income on capital not specificaily allocated to the reporting
segments and certain non-recurring expenses not allocated to the segments.
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The disposed businesses primarily consist of group health insurance and
related group life insurance, property and casualty insurance and selected
broker/dealer operations.

The accounting policies of the segments are the same as those described in|
the summary of significant accounting policies. Aliocations of net investment
income are based on the amount of assets allocated to each segment. Other
costs and operating expenses are allocated to each segment based on a review
of the nature of such costs, cost allocations utilizing time studies, and other
relevant allocation methodologies.

Management of the Company evaluates performance based on segment aftertax
operating income, which excludes the effect of net realized investment and other
gains (losses) and unusual or non-recurring events and transactions. Segment
aftertax operating income is determined by adjusting GAAP net income for net real-
ized investment and other gains (losses}, including gains and losses on disposals
of businesses and certain other items which management believes are not
indicative of overall operating trends. While these items may be significant compo-
nents in understanding -and assessing the Company's financial performance,
management believes that the presentation of aftertax operating income enhan-
ces its understanding of the Company’s results of operations by highlighting net
income attributable to the normal, recurring operations of the business.

Amounts reported as after-tax adjustments to segment net income .in the tables
below primarily relate to:

(i) certain net realized investment and other gains (losses), net of related
amortization adjustment for deferred policy acquisition costs, amounts
credited to participating pension contractholder accounts and
policyholder dividend obligation (the adjustment for net realized
investment and other gains (losses) excludes gains and losses from
mortgage securitizations because management views the related gains
and losses as an integral part of the core business of those operations);

(i) a 2002 charge to benefits to policyholders and expenses incurred
relating to the settlement of a class action lawsuit against the
Company involving a dispute regarding disclosure of costs on various
modes of life insurance policy premium payment and a 2001 charge to
benefits to policyholders and expenses incurred relating to the
settlement of a class action lawsuit against the Company involving|
certain individual life insurance policies sold from 1979 through 1996;

(iiiy  restructuring costs related to reducing staff in the home office and
terminating certain operations outside the home office;

{iv) the surplus tax on mutual life insurance companies which, as a stock
company is no longer applicable to the Company;

(v)  cumulative effect of accounting changes;

(vi) a charge for one time costs associated with the demutualization
process; and

(vii) a 2000 charge for a group pension dividend resulting from
demutualization related asset transfers and the formation of a
corporate account.
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The foliowing table summarizes selected financial information by segment for the year ended or as of December 31 and reconciles segment revenues and segment
after-tax operating income to amounts reported in the consolidated statements of income (in millions):

Asset Investment Corporato

2002 Protectlon Gathering G&SFP Management and Other Congofldated
Revenues:
Revenues from external customers $ 22685 $ 5480 $ 3528 $ 760 $ 41,7313 $ 49766
Net investment income 1,326.6 575.7 1,715.1 15.1 301.6 3,934.1
Inter-segment revenues - 1.1 - 33.5 (34.6) -
Segment revenues 3,595.1 1,124.8 2,087.9 1246 1,998.3 8,910.7
Net realized investment and other gains (losses) (63.2) (42.5) (317.6) 0.4 (32.7) (455.6)
Revenues $ 35319 $ 10823 §$ 1,750.3 $ 1250 $ 19656 §$ 8455.1
Net Income:
Segment after-tax operating income $ 3076 $ 1307 $ 2854 $ 212 % 813 $ 8262
Net realized investment and other gains (losses) (41.0) (25.7) (202.0) 0.4 (28.4) (296.7)
Class action fawsuit (18.7) - - - {0.8) {12.5)
Restructuring charges (5.7) (6.1) (0.6) (0.8) 2.7 (10.5)
Net income $ 2422 % 989 $ 828 $ 208 $ 548 $ 4995
Supplemental Information:
Equity in net income of investees accounted for by the equity method $ 179 $ 87 $ 345 $ 03 $ 54 % 66.8
Amortization of deferred policy acquisition costs ‘ 185.7 140.5 2.2 - 218 350.2
Interest expense 0.5 0.5 - 6.7 90.9 98.6
Income tax expense 133.6 42.5 25.2 12.2 (76.8) 136.7
Segment assets 31,2715 16,052.8 34,396.7 2,370.8 13,7723 97,864.1
Net Realized invastment and Other Gains (Losses) Data:
Net realized investment and other gains (losses) $ (849 $ (709 $ (3409 $ 16 $ (29.4) $ (524.5)
Less amortization of deferred policy acquisition costs related 1o net realized

investment and other gains (losses) 9.8 28.1 - - {3.3) 34.6
Less amounts credited to participating pension contractholder accounts - - 233 - - 23.3
Add amounts credited to the policyholder dividend obligation 11.9 - - ~ - 11.9
Net realized investment and other gains (losses), net of related amortization of

deferred policy acquisition costs, amounts credited to participating pension

contracthoiders and amounts credited to the policyholder dividend obligation ~

per consolidated financial statements (63.2) (42.8) (317.6) 1.6 (32.7) (454.7)
Less net realized investment and other gains (losses) atiributable to mortgage

securitizations - 0.3 - (1.2} - {0.9)
Net realized investment and other gains (losses), net-pre-tax adjustment made to

calculate segment operating income (63.2) (42.5) (317.6) 0.4 (32.7) (455.6)
Less income tax effect 22.2 16.8 115.6 - 4.3 158.9
Net realized investment and other gains (losses), net-aftertax adjustment made to

calculate segment operating income . $ (410 $ {(257) $& (202.0) $ 0.4 $ (284) $ (296.7)
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Reset

2001 Qathering

Revenues:

Revenues from external customers $ 21204 $ 6565 $ 9575 $ 15955 $ 54164

Net investment income 1,264.7 498.5 1,835.6 317.4 3,944.9

Inter-segment revenues - - - (28.0) -

Segment revenues 3,385.1 1,155.0 2,793.1 1,884.9 9,361.3
Net realized investment and other gains (losses) (98.1) (54.8) (121.0) 218 (252.3)
Revenues '$ 3,287.0 $ 1,100.2 $ 2,672.1 $ 1,906.7 $ 9,109.0

Net income:

Segment after-tax operating income 2087 $ 1483 $ 2442 84.7 $ 805.7
Net realized investment and other gains (losses) (62.2) (34.7) (76.9) . 13.3 (160.7)
Class action lawsuit - - - (19.5) (19.5)
Restructuring charges (4.4) (17.6) (1.2) X (3.3) (27.4)
Surplus tax 9.6 0.2 2.6 . 0.9 13.4
Cumulative effect of accounting changes, net of tax 11.7 (0.5) (1.2} (2.8} 7.2
Net income 253.4 957 $ 1675 735 618.7

Supplemental information:

Equity in net income of investees accounted for by the equity method $ 129 $ 70 % 248 $ 69 $ 7.0 $ 58.6
Amoartization of deferred policy acquisition costs 182.2 . 75.0 2.4 - 47.2 306.8
Interest expense 0.9 1.9 - 124 55.1 70.3
Income tax expense 116.6 35.0 74.3 16.2 (27.5) 214.6
Segment assets 28,505.0 14,740.5 31,636.1 2,049.8 14,212.8 91,1442

Net Reallzed Investment and Cther Galns (Losses) Data:

Net realfized investment and other gains (losses) $ (1229) $ (764) $ (787} $ 3.0 % 248 $ (250.2)
Less amortization of deferred policy acquisition costs related to net realized

investment and other gains (losses) 7.8 21.6 - - (3.0) 26.4
Less amounts credited to participating pension contractholder accounts - - (42.3) - - (42.3)
Add amounts credited to the policyholder dividend obligation 17.0 - - - - -17.0

Net realized investment and other gains (losses), net of related amortization of
deferred policy acquisition costs, amounts credited to participating pension
contractholders and amounts credited to the policyholder dividend obligation

- per consolidated financial statements (98.1) (54.8) (121.0) 3.0 218 (249.1)
Less net realized investment and other gains (losses) attributable to mortgage
securitizations - - - (3.2) - (3.2)
Net realized investment and other gains {losses), net-pre-tax adjustment made to
calculate segment operating income ) (98.1) {54.8) (121.0) (0.2) 21.8 (252.3)
Less income tax effect 35.9 20.1 44.1 - (8.5) 91.6

Net realized investment and other gains (losses), net-aftertax adjustment made
to calculate segment operating income $ (82.2) $ (347) $ (769 $ (02 $ 133 $ (160.7)
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. Asnset Investment Corporate and

2000 Protectlon Gathering G&SFP  Management Other Consolldated

Revenues:

Revenues from external customers $ 19446 $ 7501 $ 8311 $ 150.2 $ 1,311.0 $ 4,987.0

Net investment income 1,203.6 445.8 1,743.2 22.7 449.5 3,864.8

Inter-segment revenues - - - 39.1 (39.1) -

Segment revenues 3,148.2 1,195.9 2,574.3 212.0 1,721.4 8,851.8
Net realized investment and other gains (losses) (25.1) 15.4 (64.7) 7.1 152.8 855
Revenues $ 3,123.1 $ 12113 $ 25096 $ 2131 $ 1,8742 §$ 8,937.3

Net Income:

Segment aftertax operating income $ 2486 $ 1288 $ 2121 $ 468 $ 1025 $ 7388
Net realized investment and other gains (losses) (18.8) 18.6 (40.5) 4.4 935 57.2
Restructuring charges (6.7) (1.4) (2.6) - (1.3) (12.0)
Surplus tax 20.8 0.6 6.5 - 18.1 46.0
Demutualization expenses 1.6 0.4 0.4 - (9.4) (7.0)
Other demutualization related costs (6.8) (1.3) 1.7) - (0.2) (10.0)
Group pension dividend transfer - - 5.7 - - 5.7
Net income $ 2387 $ 1457 $ 1799 §$ 512 $ 2032 $ 8187

Supplemental Information:

Equity in net income of investees accounted for by the equity method $ 75 % 35 $ 112 ¢ 168 $ 1082 $ 1472
Amortization of deferred policy acquisition costs 113.8 78.8 2.6 - 46.8 242.0
Interest expense 1.1 35 - 12.1 46.7 63.4
Income tax expense 87.1 57.9 78.5 35.2 80.8 339.6
Segment assets 26,788.0 14,067.2 30,908.4  3,124.5 12,506.8 87,394.9

Net Realized Investment and Other Gains {Losses) Data:

Net realized investment and other gains (losses) $ (238 ¢ 189 ¢ (57.8) $ 103 $ 1528 $ 1004
Less amortization of deferred policy acquisition costs related to net realized

investment and other gains (losses) 12.8 (3.5) - - - 9.3
Less amounts credited to participating pension contractholder accounts - - (6.9) - - (6.9}
Less amounts credited to the policyholder dividend obligation (14.1) - - - - (14.1)
Net realized investment and other gains {losses), net of related amortization of

deferred policy acquisition costs, amounts credited to participating pension

contractholders and amounts credited to the policyholder dividend obiigation - .

per consolidated financial statements (25.1) 15.4 (64.7) 10.3 152.8 88.7
Less net realized investment and other gains (losses) attributable to mortgage

securitizations - - - (3.2) - (3.2)

Net realized investment and other gains (losses), net-pre-tax adjustment made to
calculate segment operating income (25.1) 15.4 (64.7) 7.4 152.8 85.5
Less income tax effect 6.3 3.2 24.2 2.7) (59.3) (28.3)
Net realized investment and other gains (losses), net-after-tax adjustment made

to calculate segment operating income $ (188 $ 186 $  (40.5) 935 §$ 57.2

$ 44 3
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The Company operates primarily in the United States, Canada and the Pacific
Rim (China, Indonesia, Malaysia, the Philippines, Singapore, and Thailand). The
following table summarizes selected financial information by geographic location
for the year ended or at December 31:

Income Before
Income Taxes end
Cumutative Effect of

Locatlan Accounting Changes

(in millions)

2002

United States $6,817.0 $184.2 $86,018.5 523.0

Canada 1,227.7 58.1 11,047.6 105.2

Foreign — other 410.4 3.9 798.0 8.0
$8,455.1 $246.2 $97,864.1 636.2

2001

United States $7,666.6 $541.0 $80,022.8 760.2

Canada 1,076.4 48.0 10,506.8 61.0

Foreign — other 366.0 3.6 614.6 4.9
$9,109.0 $592.6 $91,144.2 $ 826.1

2000

United States $7,612.2 $424.8 $77,691.1 $1,088.7

Canada 1,080.4 30.4 9,269.7 63.7

Foreign — other 2447 34 444.1 59
$8,937.3 $458.6 $87,394.9 $1,158.3

The Company has no reportable major customers and revenues are attributed to
countries based on the location of customers.

Note 14 ~ Falr Value of Financlal instruments

The following discussion outlines the methodologies and assumptions used to
determine the fair value of the Company's financial instruments. The aggregate
fair value amounts presented herein do not represent the underlying value of
the Company and, accordingly, care should be exercised in drawing conciusions
about the Company's business or financial condition based on the fair value
information presented herein.

The following methods and assumptions were used by the Company to
determine the fair values of financial instruments:

Fair values for publicly traded fixed maturities (including redeemable preferred
stocks) are obtained from an independent pricing service. Fair values for pri-
vate placement securities and fixed maturities not provided by the
independent pricing service are estimated by the Company by discounting
expected future cash flows using a current market rate applicable to the yield,
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credit quality and maturity of the investments. Quarterly a review is made of
the entire fixed maturity portfolio to assess credit quality, including a review
of all impairments with the Life Company's Committee of Finance, a sub-
committee to the Board of Directors. At the end of each quarter our invest-
ment Review Committee reviews all securities trading below ninety cents on
the dollar to determine whether impairments need to be taken. The results of
this quarterly analysis are reviewed by the Life Company's Committee of
Finance, a subcommittee of the Board of Directors. The fair value for equity
securities is based on quoted market prices.

The fair value for morigage loans on real estate is estimated using dis-
counted cash flow analyses using interest rates adjusted to reflect the credit

‘ characteristics of the loans. Mortgage loans with similar characteristics and

credit risks are aggregated into qualitative categories for purposes of the fair
value calculations. Fair values for impaired mortgage loans are measured
based either on the present value of expected future cash flows discounted at
the loan's effective interest rate or the fair value of the underlying collateral
for loans that are collateral dependent.

The carrying amount in the balance sheet for policy loans, short-term invest-
ments and cash and cash equivalents approximates their respective fair
values,

The fair value of the Company’s long-term debt is estimated using discounted
cash flows based on the Company’s incremental borrowing rates for similar
types of borrowing arrangements. Carrying amounts for commercial paper and
short-term borrowings approximate fair value.

Fair values for the Company's guaranteed investment contracts and funding
agreements are estimated using discounted cash flow calculations based on
interest rates currently being offered for similar contracts with maturities
consistent with those remaining for the contracts being valued. The fair value
for fixed-rate deferred annuities is the cash surrender value, which represents
the account value less applicable surrender charges. Fair values for immedi-
ate annuities without life contingencies and supplementary contracts without
life contingencies are estimated based on discounted cash flow calculations

using current market rates.

The Company’s derivatives include futures contracts, interest rate swap, cap
and floor agreements, swaptions, currency rate swap agreements and equity
collar agreements. Fair values for these contracts are based on current
settlement values. These values are based on quoted market prices for the
financial futures contracts and brokerage qudtes that utilize pricing models or
formulas using current assumptions for all swaps and other agreements.

The fair value for commitments approximates the amount of the initial
commitment.
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The following table presents the carrying amounts and fair values of the Company’s financial instruments:
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2002 2001
Carrying Vafuo Felr Velus Carrying Vaivo Falr Value
(in millions)
Assets:
Fixed maturities:
Held-to-maturity $ 17322 $1,781.8 $ 1,930.0 $ 1,914.1
Available-for-sale 45,847.3 45,847.3 39,160.3 39,160.3
Trading securities 18.9 18.9 16.5 16.5
Equity securities:
Available-for-sale 672.3 672.3 886.8 886.8
Trading securities 296.3 296.3 304.1 304.1
Mortgage loans on real estate 11,805.7 12,726.1 10,993.2- 11,574.4
Policy loans 2,097.2 2,097.2 2,008.2 2,008.2
Short-term investments 211.2 211.2 153.5 153.5
Cash and cash equivalents 1,190.6 1,190.6 1,313.7 1,313.7
Derivatives:
Futures contracts, net 0.3 0.3 0.2 0.2
Interest rate swap agreements 162.0 162.0 26.8 26.8
Interest rate swap CMT 1.7 1.7 7.5 7.5
Interest rate cap agreements 15.9 15.9 3.6 3.6
Interest rate floor agreements 93.2 93.2 56.5 56.5
Currency rate swap agreements 281.7 281.7 401.6 401.6
Equity collar agreements 12.8 12.8 16.7 16.7
Equity options 0.6 0.6 1.0 1.0
Liabilitles:
Consumer notes 290.2 272.9 - -
Debt 1,799.2 1,783.8 1,483.1 1,471.1
Guaranteed investment contracts and funding agreements 18,1925 18,2634 16,142.7 15,947.0
Fixed rate deferred and immediate annuities 8,466.9 8,310.6 6,212.2 6,123.3
Supplementary contracts without life contingencies 52.8 59.1 54.4 58.4
Derivatives:
Futures contracts, net 0.5 0.5 0.9 0.9
Interest rate swap agreements 1,240.6 1,240.6 420.3 420.3
Interest rate swaption agreements 3.2 3.2 1.3 1.3
Currency rate swap agreements 166.3 166.3 3249 3249
Equity collar agreements - - 18.9 18.9
Equity swaps - - 0.1 0.1
Commitments - (1,985.9) - (1,340.0)
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Note 15 - Stock Compensation Plans

On January 5, 2000, the Life Company, as sole shareholder of John Hancock
Financial Services, inc., approved and adopted the 1999 Long-Term Stock
Incentive Plan (the Incentive Plan), which originally had been approved by the
Board of Directors (the Board) of the Company on August 31, 1999. Under the
Incentive Plan, which became effective on February 1, 2000, the effective date
of the Plan of Reorganization of the Life Company, options granted may be
either non-qualified stock options or incentive stock options qualifying under
Section 422 of the internal Revenue Code. The Incentive Plan objectives include
attracting and retaining the best personnel, providing for additiona! performance
incentives, and promoting the success of the Company by providing employees
the opportunity to acquire the Company’s common stock. In 2001, the Board
adopted and the stockholders approved the amended and restated 1999 Long-
Term Stock Incentive Plan (as amended the Long-Term Stock Incentive Plan)
and the Non-Employee Directors’ Long-Term Stock Incentive Plan (the Directors’
Plan, collectively, the Incentive Plans).

The maximum number of shares of common stock available under the Long-Term
Incentive Plan is 40,741,403. In addition, no more than 8,148,281 of these
shares shall be available for stock awards. The maximum number of shares that
may be granted as incentive stock options is 32,593,122 shares. The aggregate
number of shares that may be covered by awards for any one participant over
the period that the Long-Term Stock Incentive Plan is in effect shall not exceed
8,148,281 shares. Subject to these overall limits, there is no annual limit on
the number of stock options or stock awards that may be granted in any one

year.

The maximum number of shares available in the Non-Employee Directors’ Long-
Term Stock Incentive Plan is 1,000,000 shares of common stock, Pursuant to
the Non-Employee Directors’ Long-Term Stock Incentive Plan, each director
receives 50% of the annual retainer paid to eligible directors in the form of
stock awards. Where a director elects to have the remaining 50% of their
retainer invested in shares of the Company's common stock through open
market purchases the Company grants a partial matching stock award, which is
forfeitable. Commencing on April 1, 2002, the matching stock award is trans-
ferred from the Non-Employee Directors’ Long-Term Stock Incentive Plan. In
addition, on stockholder approval of the Non-Employee Directors’ Long-Term
Stock Incentive Plan, each non-employee director received a non-qualified stock
_option award of 15,000 shares. As any new non-employee director is appointed
that person will receive an initial option award of 15,000 shares and annually
thereafter, at the date of the Company’'s annual meeting, each will receive non-
qualified stock option awards for 5,000 shares.

Number of shares
remalning avallable

Number of shares for tuture lasuance

to be [ssued Welghted-average under equity
upon exe_rclse of exercise price of compensation
outstanding outstanding plans (excluding
optlons, warrants optlons, warrants shares refiected In
Plan Category end rights and rights column (a))
(a) {b) ()
{In thousands) (In thousands)
Equity compensation plans
approved by stockholders 23,370.3 $34.39 15,169.3
Equity compensation plans not
approved by stockholders - ~ -
Total 23,370.3 $34.39 15,169.3

The Incentive Plans have options exercisable at the dates listed in the tabie
befow. The Company granted 11.2 million options during the year ended
December 31, 2002. Options outstanding under the Long-Term Stock (ncentive
Plan were granted at a price equal to the market value of the stock on the date
of grant, vest over a two-year period, and expire five years after the grant date.
Options outstanding under the Non-Employee Directors’ Plan were granted at a
price equal to the market value of the stock on the date of grant, vest immedi-
ately, and expire five years after grant date. During 2002, the Company granted
approximately 1.1 million options as part of its incentive compensation pro-
gram, these options were granted at market value, vested on the date of grant,
and expire five years after grant.

The status of stock options awards under the Incentive Plans are summarized

below as of December 31:

Number of Weighted- Shares sublect Woeighted-average
shares average to s
(in thousands) exercise price options price per share
Outstanding at
February 1, 2000 - -
Granted 4,618.4 $14.06
Exercised 0.2 13.94
Canceled 311.6 $13.94
Outstanding at
December 31, 2000 4,306.6 $14.07
Granted 11,185.2 $35.96
Exercised 885.5 14.05
Canceled 1,017.4 29.61
Outstanding at )
December 31, 2001 13,588.9 $30.92 2,521.5 $24.83
Granted 11,153.1 $36.94
Exercised 971.6 14.74
Canceled 400.1 35.38
Outstanding at
December 31, 2002 23,370.3 $34.39 9,252.3 $30.25
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Through December 31, 2002, the Company accounted for stock-based compen-
sation using the intrinsic value method prescribed by APB Opinion No. 25, under
which no compensation cost for stock options is recognized for stock option
awards granted at or above fair market value, with the exception of the Signator
Stock Option Program. Had compensation expense for the remaining Company’s
stock-based compensation plan been determined based upon fair values at the
grant dates for awards under the plan in accordance with SFAS No. 123, the
Company's net income and earnings per share would have been reduced to the
pro forma amounts indicated below. Stock option awards granted after
December 31, 2002 will be accounted for using the fair value method pre-
scribed by SFAS No. 123, Accounting for Stock-Based Compensation.
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The estimated weighted-average fair value per share using the Black-Scholes
option vaiuation mode! is $7.70, $9.35 and $3.66, for the years ending
December 31, 2002, 2001 and 2000, respectively, using the following
assumptions:

2002 2001 2000
Expected term 3years 3-S5years 2-5years

Risk free rate (1) 2.51% 4.6%6.0% 4.8%5.6%
Dividend yield 1.05% 1.0% 1.8%
Expected volatility 28.8% 32.0% 24.0%

(1) Dependent on grant date.

For the purposes of pro forma disclosures, the estimated fair value of the options is amortized to expense over the options’ vesting period. The Company’s pro forma

information follows:

- Yoar Ended
For tho period December 31, 2000
Year Endatt Year Ended Fobruzry 1 through Pro Forma
D bar 31, 2002 31, 2001 December 31, 2000 {unaudited)
(in millions, except per share data)
Net income, as reported $499.5 $618.7 $774.7 $818.7
Add: Stock-based employee compensation expense inciuded in reported net income, net of
related tax effects 0.9 0.8 - -~
Deduct: Total stock-based employee compensation expense determined under fair value method
for al! awards, net of related tax effects (unaudited) 57.6 36.2 3.7 4.2
Pro forma net income (unaudited) $442.8 $583.3 $771.0 $814.5
Earnings per share
Basic:
As reported $ 1.71 $ 2.03 $ 2.46 $ 2.60
Pro forma (unaudited) 1.52 1.92 2.45 2.59
Diluted:
As reported 1.70 2.01 2.45 259
Pro forma (unaudited) 1.51 1.90 2.44 2.58
The following table summarizes information about stock options outstanding at December 31, 2002:
HNumber of Welghted-avarage Numbar of Walghtod-avorage
options remaining exerclaable exerclas prics of
e A e options at oxerciseble
Range of exerclae price &t 12/31/02 (years) exarclse prico 12/31/02 optiona
{in thousznds) (In thousands)
$12.49 - $16.65 2,137.2 22 $13.94 2,137.2 $13.94
$20.81-$24.97 35.0 2.6 23.59 35.0 23.59
$24.97 - $29.13 2,541.7 5.0 28.96 - -
$29.13 - $33.30 1,387.3 4.9 30.45 1,137.3 30.61
$33.30-$37.46 9,217.9 32 35.51 5,101.9 35.55
$37.46 - $41.62 8,051.2 3.9 40.96 840.9 39.41
23,370.3 3.6 $34.39 9,252.3 $30.25
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Under the Signator Stock Option Program, pursuant to the Long-Term Stock
incentive Plan, which was implemented in 2001, the Company granted 270,270
stock options during February 2002 at a grant price of $37.57 per share and
20,000 stock options at a grant price of $40.50 per share during March 2002,
During February 2001, the Company granted 343,739 stock options at a grant
price of $35.53 per share. All stock option awards under the Signator Stock
Option Program were granted to non-employee general agents at a price eqgual
to the market value of the stock on the date of grant. The stock options vest
over a two-year period, subject to continued participation in the John Hancock
sales program and attainment of established, individual sales goals. After one
year of vesting, an agent is allowed to exercise 50% of the stock options grant-
ed. The Company amortizes compensation expense for the grant over a 24
month period commencing on grant date at a fair value of $7.83, $8.44 and
$9.24 per option determined by the Black-Scholes Option valuation model for
the February 2002, March 2002 and February 2001 grants, respectively. In
accordance with EITF No. 96-18 “Accounting for Equity instruments That Are
Issued to Other Than Employees for Acquiring, or in Conjunction with Selling
Goods or Services.” The expense related to option grants under the Signator
Stock Option Program is adjusted to a current fair value at each reporting peri-
od. Total amortization expense recognized for the year ended December 31,
2002, after the mark was $1.4 million. Total amortization expense for 2001
was $1.3 million. The total grant date fair value of the stock options granted
under the program from January 1, 2002 through December 31, 2002, is $2.3
million and from January 1, 2001 through December 31, 2001, is $3.1 million.
During 2002 and 2001, 67,457 and 4,737 stock options were forfeited with a
total grant date price of $0.5 million and $0.01 million, respectively. The out-
standing option balance for the 2002 and 2001 grants under the Signator Stock
Options Grant Program are 290,270 and 271,545, respectively, at December
31, 2002.

In 2002, the Company anticipates a $12 million tax deduction on its tax return
for employee stock option compensation. The Company pians to file its 2002
tax return by September 15, 2003. In 2001, the Company deducted $12.4 mil-
lion on its tax return for employee stock option compensation. in 2000, the year
of the Company’s initial public offering, the Company deducted an immaterial
amount on its tax return for employee stock option compensation.

Stock Grants to Non-Executives

During March 2000, the Company granted 291,028 shares of non-vested stock
to key personnel at a weighted-average grant price per share of $14.34. These
grants of non-vested stock are forfeitable and vest at three or five years of serv-
ice with the Company. The total grant-date exercise price of the non-vested
stock granted from January 4, 2000 through December 31, 2000 is $4.2 mil-
lion. During 2002, 2001 and 2000, 6,871, 13,588 and 50,837 shares of non-
vested stock were forfeited with a total grant date exercise price of $0.1 miltion,
$0.2 million and $0.7 million, respectively. The outstanding share balance in
the 2000 plan is 219,732 as of December 31, 2002.

During February and March 2001, the Company granted 268,293 total shares
of non-vested stock to key personnel. The program was funded with cash and
the shares were purchased on the open market at the weighted-average grant
price of $37.22 per share. These grants of non-vested stock are forfeitable and
vest at three years of service with the Company. The total grant-date exercise
price of the non-vested stock granted from January 1, 2001 through December

31, 2001 is'$10.0 million. During 2002 and 2001, 4,051 and 16,768 shares
of non-vested stock were forfeited with a total grant-date exercise price of $0.2
million and $0.6 million, respectively. The outstanding share balance in the
2001 plan is 247,474 at December 31, 2002,

During February 2002, the Company graﬁted 154,643 total shares of non-
vested stock to key personnel. The program was funded with cash and the
shares were purchased on the open market at the weighted-average grant price
of $38.22 per share. These grants of non-vested stock are forfeitable and vest
at three years of service with the Company. The total grant-date exercise price
of the non-vested stock granted from January 1, 2002 through December 31,
2002 is $5.9 million. During 2002, 66 shares of non-vested stock were for-
feited with a total grant-date price of $0.01 million. The outstanding share bal-
ance in the 2002 plan is 154,577 at December 31, 2002.

Stock Grants to Executives

During 2001, the Company granted 75,749 shares of non-vested stock to execu-
tive officers at a weighted-average grant price per share of $35.72, These
grants of non-vested stock are forfeitable and vest at three or five years of serv-
ice with the Company. The Company amortizes compensation expense for the
grant over the vesting pericd. Total amortization for the period ending December
31, 2002 and 2001, was $0.5 and $0.3 million, respectively. The total grant-
date price of the non-vested stock granted from January 1, 2001 through
December 31, 2001, is $2.7 million. During 2001, 14,000 shares of non-
vested stock were forfeited with a total grant-date price of $0.5 million. There
were no forfeitures in 2002. The total outstanding share balance of these
grants is 61,749 at December 31, 2002,

During January 2002, the Company granted 550,000 shares of non-vested
stock to the Company's policy committee at a weighted-average grant price per
share of $41.62. These grants of non-vested stock are forfeitable and vest at
five years of service with the Company. The Company amortizes compensation
expense for the grant over the vesting period. Total amortization for the period
ending December 31, 2002 was $4.6 million. The total grant-date price of the
non-vesteéi stock granted from January 1, 2002 through December 31, 2002, is
$22.9 million. There were no forfeitures of this grant during 2002. The out-
standing share balance of this grant is 550,000 at December 31, 2002,

During February 2002, the Company granted 87,401 shares of non-vested stock
to executive officers at a weighted-average grant price per share of $38.22.
These grants of non-vested stock are forfeitable and vest at three years of serv-
ice with the Company. The total grant-date exercise price of the non-vested
stock granted from January 1, 2002 through December 31, 2002, is $3.3 mil-
lion. There were no forfeitures of this grant during 2002, The outstanding share
balance of this grant is 87,401 at December 31, 2002.

Stock Grants to Board Members

During 2002 and 2001, the Company issued 7,504 and 3,129 shares to Non-
Employee Directors as payment of 50% of their quarterly retainer, respectively.
These shares are not forfeitable and vest immediately. The total grant-date
exercise price of this stock issued to non-employee directors from January 1,
2002 through December 31, 2002 is $0.3 million and from January 1, 2001
through December 31, 2001 is $0.1 million. In addition, in July 2001, the
Company impiemented a plan that would allow directors, at their discretion, to
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invest the second half of their quarterly retainer in the Company’'s common
stock in lieu of receiving cash. The Company wili match any investment at a rate
of 50%. The restricted stock given as matching shares, is forfeitable and vests
over three years. For the period from July 1, 2001 through March 31, 2002, the
restricted stock given as matching shares was purchaséd on the open market.
As of Aprit 1, 2002, the restricted stock given as matching shares is granted
from the Non-Empioyee Long Term Stock incentive Plan. At December 31, 2002
and 2001, 484 and 256 shares were matched under the program at a
weighted-average grant price per share of $36.22 and $35.07, respectively. Of
these shares, 120 were purchased on the open market and 364 were trans-
ferred from the Non-Employee Directors' Long-Term Stock Incentive Plan. Total
expense recognized for the period ending December 31, 2002 and 2001 was
$0.04 million and $0.01 million, respectively. There were no forfeitures through
December 31, 2001.

Stock Ownership and Loan Program. In January 2000, the Company adopted a
Iloan program whereby the Company may extend credit to key executives to
purchase stock in order for them to meet mandatory stock ownership require-

iments. These full recourse loans bear interest at variable rates and principal

and interest are payable no later than the death of the executive, termination of
Jempioyment or five years. As of December 34, 2002 and 20041, these loans
receivable were $3.8 million and $1.8 million and were recorded in other
assets. Pursuant to the Sarbanes-Oxiey Act of 2002, this program is no fonger
actively lending on existing toans and the Company has ceased any further lend-

ing under the program.
Stock Compensation Activity Subsequent to Year End

During January 2003, the Compensation Committee of the Board of Director;c
approved stock and stock option grants to the Policy Committee and certain key
employees of the Company. The equity grants were made in compliance with the
terms of the Long-Term Stock incentive Plan. A total of 1.2 million shares of
non-vested stock was granted, with a total grant date price of $32.9 miflion. In
addition, approximately one million options were granted, with a grant date fair
value of $6.0 per option as determined by the Black-Scholes option vatuation
model.

!
i Event (unaudited) Subsequent to Date of Independent Auditor’s Report

LAH loans under the stock ownership and loan program were paid off as of March
"4, 2003,

{

.Note 16 ~ Goodwill and Other intangible Assels

The Company recognizes purchased intangible assets which result from busi-
ness combinations; goodwill, the value of business acquired (VOBA), and
mutual fund investment management contracts acquired {management
contracts). The excess of the cost over the fair value of identifiable assets
acquired in business combinations is recorded as goodwill. The present value of
estimated future profits of insurance policies in force related to businesses
acquired is recorded as VOBA.

The management contract assets relate to the Company’s mutual fund sub-
sidiary, John Hancock Funds, Inc. (JHFunds) which purchased mutual fund
investment contracts as part of its plan to grow its mutual fund management
business. These contracts are identifiable intangible assets which are deemed

to be indefinitely renewable by the Company, and are therefore indefinite lived
assets under the guidance of SFAS 142,
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The following tables set forth certain summarized financial information relating
to the Company’'s purchased intangible assets as of the dates and periods

indicated.
Accumulated
Gross  Amorttation Hot
Carmying And Other Canying
Asnount Changes Amount
{in mitlians)
December 34, 2002
Unamortizable intangible assets:

Goodwill $334.1 $(79.5) $254.6

Management contracts 12.2 {7.0) 5.2
Amortizable intangible assets:

VOBA 499.8 (18.1) 4817
December 34, 2004
Unamortizable intangible assets:

Goodwill 361.4 (81.4) 280.0
Management contracts 9.0 {7.0) 2.0
Amortizable intangible assets:

VOBA 407.3 {16.6) 380.7
For the Years Ended Decambar 32, 2002 2001 2000
(in miliions)

Aggregate amortization expense
Goodwill amortization, net of tax of $ ~ million, $3.6

million, and $4.4 million, respectively - $12.8 $155
Management contract amortization, net of tax of $ ~

mittion, $0.3 million and $0.3 mitlion, respectively - a.7 0.7
VOBA amortization, net of tax of $0.4 million, $(0.7)

million and $1.4 million, respectively $0.9 (2.2} 3.5
Aggregate amortization expense, net of tax of $0.4

milfion, $3.2 miflion and $6.1 million, respectively $0.9 $11.3 $19.7

Tax ot

Effect  Exponse

(in millions)

Estimated future aggregate amortization expense for the
years ended December 34,

2003 $3.9 §7.3
2004 $43 377
2005 $4.9 $9.0
2006 $5.4  $9.9
2007 $4.9  $9.1
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The changes in the carrying value of goodwill, presented for each business
segment, for the periods indicated, are as follows:

Assat lavestmant  Corporate
f ting GASFP end Other  Consolldated

Notes to Consolidated Financial Statements

The changes in the carrying value of VOBA, presented for each business seg-
ment, for the periods indicated, are as foilows:

Aaset lvestmert  Corporate
QesFP end Qther  Consalldated

{in millions})

{in millions)

Goodwill balance at

VOBA batance at

January 1, 2001 $76.5 $48.8 - $0.9 $102.8 $229.1 January 1, 2001 $151.0 - - - $189.0 $340.0
Changes to goodwill Amortization and other
during 2001 changes during
Amortization 40) 68 - ©5 (1) @4 2000
Goodwill acquired @ - - - - 776 178 Amortization @1 - - ~ 6.0 2.9
i 1 - - - -
Foreign currency VOBA acquired 57.3 57.3
transiation Adjustment to
adjustment 2 - ~ - - 6.2) (6.2) unreafized gains on
Other adjustments @@ 1.0 - - - 5.1 41 securities
! ey @y available-for-sale 28 - - - 5.1 23
Goodwill baiance at Fored
December 31,2001  $735 $42.1 - $0.4 $164.0 $280.0 oreign curency §
translation |
adjustment @ - - - - (11.8)  (11.8)
(1) Maritime Life acquired RSAF in 2001, as discussed In Note 1~ Summaty of Significant Accaunting Policies, |
abave. VOBA balance at : i
{2) Goodwili related 1o Maritime Life is subject to fluctuations in the value of the Canadian Doliar relative to the US December 31, 2001 $145.1 - _ =~ $245.6 $390'7\;
Dotiar.
{3) Purchase price adjustments refating 1o the 1999 acquisition of the Fortis fong temn care business resufted in {2) Marttime Life gequired RSAF [n 2001, as discussed in Note 4 - Summary of Significant Accounting Pollctes,

an adjustment to goodwill refating to the Fortls business of $1.0 million.

(4) The Company sold its lnvestors Guaranty Life business {IGL) in 2001 and as a result, disposed of $4.9 million
of remaining goodwlll related to 1GL. In addition the Company wrote off its remaining goodwili of $0.2 miilian in
an internationat subsidiary.

Asset investment  Corporate
¥ h: G&SFP and Other  Consolldated

(in millions)

Goodwill baiance at
January 1, 2002

Changes to goodwill
during 2002:

Amortization - - - - - -

$73.5, $421 - $0.4 $164.0 $280.0

Goodwill acquired - - - - - -

Foreign currency
translation
adjustment @ - - - - 1.9 1.9

Other adjustments 2 3 (7.4) - - - {19.9) (27.3)

Goodwill balance at
December 31, 2002

$66.1 $42.1 - $0.4 $146.0 $254.6

(1) Goodwill retated to Maritime Life is subject to fluctuations in the value of the Canadian Dollar relative to the US
Doltar.

2

Purchase price negotiations with Fortis, inc. were concluded during the first guarter of 2002, resulting in an
adjustment of $(7.3) million to the goodwill refated 1o the Company’s 1999 acquisition of Fortis” fong term care
insurance business. Legal fees associated with these negatiations were finalized in the second quarter of
2002, regulting in a further adjustment to goodwil! of $(0.1) mhlion.

(3

An edjustment of ${19.9) million was made to previously recorded goodwill relating to RSAF, to refiect
refinements in methods and assumptions impiemented upon finalization of transition to Maritime Life valuation
systems.

above.
{2) VOBA related to Maritime Life is subject to fluctuations in the value of the Canadian Dollar refative to the US
Dotlar.

Asset tnvestment  Comporste
|
£ Othor Comolmated%
i
I

(in millions)

VOBA balance at
January 1, 2002

Amortization and other
changes during
2002:

Amortization {5.1) -~ - ~ 3.8 (1.3
VOBA acquired 104.3 - - - -

$145.1 - - ~  $245.6 $390.7

Adjustment to
unreatized gains on
securities
available-for-sale (0.2} - - -

©.4)  (9.6)

Foreign currency
translation
adjustment @ ~ - - - 3.1 3.

Other adjustments & - - ~ - (5.5) (5.5)
]

VOBA balance at- i
December 31, 2002  $244.1 - - $237.6  $481.7

1

{1} The Company acquired a block of insurance business from Alimerica Financial Corporation on Decernber 31,
2002, as discussed in Note 1 — Summary of Significant Accounting Policies above. This batance reflects the|
Company's best estimate of the VOBA as of December 31, 2002, however, this vatuation s not complete and}
further future refinement of this estimate may be necessary,

2

VOBA related to Maritime Life Is subject to fluctuations in the value of the Canadian Doliar relative to the US|
Doitar,

3

An agjustment of $(5.5) million was made o previously recorded YOBA relating to RSAF, to reflect refinements|
in and i to Maritime Life valuation systems.

ted upon ization of
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The changes in the carrying value of management contracts, presented for each
husiness segment, for the periods indicated, are as follows:

Asset Investment Corporate
P G&SFP .and Other Consolldated

(in mitlions) ,

Management contracts
balance at January 1,
2001 -

Amortization and other
changes during 2001:

$3.0 - - - $3.0

Amortization

(1.0) (1.0)
Other adjustments - - - - - -

Management contracts
balance at December 31,
2001 -

$20 - - - $2.0

Asset Investment Corporate
P d G&SFP M nt and Other Consolidated

(in millions)

Management contracts
balance at January 1,
2002 - $2.0 - - - $2.0

Amortization and other
changes during 2002:

Amortization - - - - - _

Management contracts
acquired - 32 - - - 3.2

Other adjustments - - - - - -

Management contracts
balance at December 31,
2002 - $6.2 - - - $5.2

{1) This Increase results from JHFund's purchases of the management contracts for the U.S. Global Leaders
Growth Fund’s and the Pzena Focused Value Fund in 2002,

The net income of the Company, if the Company had not amortized goodwill and
management contracts prior to the adoption of SFAS No. 142, would have been
as follows:

Years Ended December 31, . 2002 2001 © 2000

(in millions, except per-share data)

Net income:

As reported $499.5 $618.7 $818.7
Gooawill amortization, net of tax - 12.8 15.5
Management contract amortization, net of tax - 0.7 0.7
Proforma (unaudited) $499.5 $632.2 $834.9
Basic earnings per common share:

As reported $ 171 $ 203 $ 2.60
Goodwill amortization, net of tax - 0.04 0.0%
Management contract amortization, net of taxt*) - 0.01 0.00
Proforma (unaudited) $ 1.71 $ 2.08 $ 2.65
Diluted earnings per common share: v
As reported $ 170 $ 201 $ 259
Goodwill amortization, net of tax : - 0.04 0.05
Management contract amortization, net of tax® - 0.00 0.00
Proforma (unaudited) $ 170 $ 2.05 $ 264

@ Rounds to $0.00 in 2001 and/or 2000
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Note 17 - Informatlon Provided in Connection with Marke‘{. ‘Value Annulty of
lohn Varlable Life Insurance Company

The following condensed con‘solidating financial statements are provided in
compliance with Regulation §-X of the Securities and Exchange Commission (the
“Commission”) and in accordance with Rule 12h-5 of the Commission.

John Hancock Variable Lifé Insurance Company (the Variable Company) is a
wholly-owned subsidiary of JHFS. The Variable Company sells deferred annuity
contracts, which are registered products with the Commission and, which fea-
ture a market value adjustment. As of December 31, 2002, JHFS provides a full
and unconditional guarantee of the Variable Company's obligation to pay
amounts due to contractholders on surrender, withdrawal or annuitization of the
Variable Company’s deferred annuity contracts’' market value adjustment inter- .
est. In addition, JHFS guarantees all Variable Company's future issues of
deferred annuity contracts with market value adjustments.

JHFS is an insurance holding company. The assets of JHFS consist primarily of
the outstanding capital stock of the Life Company, John Hancock Canadian
Holding Company and investments in other international subsidiaries. JHFS’
cash flow primarily consists of dividends from its operating subsidiaries and
proceeds from debt offerings (see Note 7 — Debt and Line of Credit) offset by
expenses, shareholder dividends and stock repurchases. As a holding company,
the Company’s ability to meet its cash requirements, including, but not limited
to, paying interest on any debt, paying expenses related to its affairs, paying
dividends on its common stock and any board of: directors approved repurchase
of its common stock pursuant to the board of director's approved plan, sub-
stantiaily depends upon dividends from its operating subsidiaries.

State insurance laws generally restrict the ability of insurance companies to pay
cash dividends in excess of prescribed limitations without prior approval. The
Life Company's limit is the greater of 10% of the statutory surplus or the prior
calendar year's statutory net gain from operations of the Life Company. The abil-
ity of the Life Company, JHFS' primary operating subsidiary, to pay shareholder
dividends is and will continue to be subject to restrictions set forth in the
insurance laws and regulations of Massachusetts, its domiciliary state. The
Massachusetts insurance law limits how and when the Life Company can pay
shareholder dividends. The Life Company, in the future, could also be viewed as
being commercially domiciled in New York. If so, dividend payments may also
be subject to New York's holding company act as well as Massachusetts law.
JHFS currently does not expect such regulatory requirements to impair its ability
to meet its liquidity and capital needs. However, JHFS can give no assurance it
will declare or pay dividénds on a regular basis.
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Condensed C lidating Bal Sheet
John Hencock
John Hancock Varizble Lifo Consolidzted
Financla! {nourence John Hencocl
Services Compzny Other Finenclel
Decembor 31, 2002 {Quarantor) {lesuer) Subsidizries Eliminations Services, Inc.
(in millions)
Assets:
Invested assets - $ 3,703.0 $61,6934 $ 5411 $65,9375
Cash and cash equivalents $ 146 200.7 973.1 2.2 1,190.6
Investment in unconsolidated subsidiaries 7,003.7 112.2 - (7,115.9) -
Other assets 25.7 1,485.9 8,444.0 (46.9) 9,908.7
Separate account assets ‘ - 5,883.7 14,943.6 - 20,827.3
Total Assets - $7,044.0 $11,385.5 $86,054.1 $(6,619.5) $97,864.1
Liabliities:
Insurance liabilities and Consumer Notes - $ 3,888.8 $60,348.1 $ 4518 $64,688.7
Debt $ 813.2 - 1,051.0 (65.0) 1,799.2
Other liabilities 19.7 524.1 3,633.9 (2.6) 4,175.1
Separate account liabilities - 5,883.7 14,943.6 - 20,827.3
Total Liabilities 832.9 10,296.6 79,976.6 384.2 91,490.3
Preferred shareholder’s equity in subsidiary companies _ - - 162.7 - 162.7
Shareholder's equity (¥ . 6,211.1 1,088.9 5,914.8 {7,003.7) 6,211.1
Total Liabilities, Preferred Shareholders’ Equity in Subsidiary Companies and Shareholders’
Equity () $7,044.0 $11,385.5 $86,054.1 $(6,619.5) $97,864.1
John Hencock
John Hencock VYarable Life Consofldated
Financlal Insurance John Hancock
Services Compeny Other Financlal
December 31, 2001 (@uarantor) {losuer) [ [a{] , Inc.
(in millions)
Assets:
Invested assets - $ 2,960.9 $54,178.7 $ 5415 $57,681.1
Cash and cash equivalents $ 109.4 108.4 1,088.9 7.0 1,313.7
Investment in unconsolidated subsidiaries 6,197.5 103.6 - (6,301.1) -
Other assets 74.4 1,341.6 8,051.3 {36.4) 9,430.9
Separate account assets - 6,729.1 15,989.4 - 22,718.5
Total Assets $6,381.3 $11,243.6 $79,308.3 $(5,789.0) $91,144.2
Liablittles:
Insurance liabilities - $ 3,124.3 $53,766.9 $ 460.4 $57,351.6
Debt '$ 4986 - 1,028.1 (43.6) 1,483.1
Other liabilities 17.7 424.6 3,169.7 (8.3) 3,603.7
Separafe account liabilities - 6,729.1 15,989.4 - 22,718.5
Total Liabiiities 516.3 10,278.0 73,954.1 408.5 85,156.9
Preferred shareholder’s equity in subsidiary companies - - 122.3 - 122.3
Shareholder’s equity @ 5,865.0 965.6 5,231.9  (6,197.5) 5,865.0
Total Liabilities, Preferred Shareholders’ Equity in Subsidiary Companies and Shareholders’
Equity @ : $6,381.3 $11,243.6 $79,308.3 $(5,789.0) $91,144.2

(1) Shareholder's equity includes common stock of JHFS at $.01 par value per share, 2.0 billion shares authorized, 317.5 million and 315.9 million shares issued as of December 31, 2002 and 2001, respectively, and JHFS treasury stock
at cost of $1,057.2 million, or 29.5 millior: shares, and $672.2 million, or 18.5 million shates, as of December 31, 2002 and 2001, respectively.
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Condensed Consolidating Statement of Income
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John Haneock
John Hancock Yariable Life Consolidated
Financlal Insurance John Hancoek
Servicas Compsny Other Financlal
For tho Year Ended December 31, 2002 (Quarantor) (1ssuer) Subsidlaries Elimtnations Services, tnc.
(in millions)
Revenues
Premiums - $ 58,0 $3,3186 $ 0.5 $3,377.1
Universal life and investment-type product charges - 355.2 459.2 0.8 815.2
Net investment income $ 08 234.3 3,663.2 35.8 3,934.1
Net realized investment and other gains (losses), net - (26.5) (433.9) 57 (454.7)
Investment management revenues, commissions and other fees - - 527.7 - 527.7
Other revenue 0.1 1.2 254.3 0.1 255.7
Total revenues 0.9 622.2 7,789.1 42.9 8,455.1
Benefits and expsnses
Benefits to policyholders - 320.5 5,043.6 23.6 5,387.7
Other operating costs and expenses 57.5 67.5 1,369.1 1.5 1,495.6
Amortization of deferred acquisition costs - 59.9 290.2 0.1 350.2
Dividend to policyholders - 18.8 566.6 - 585.4
Total benefits and expenses 57.5 466.7 7,269.5 25.2 7,818.9
Income (loss) before income taxes (56.6) 155.5 519.6 17.7 636.2
income taxes (25.6) 52.3 103.9 6.1 136.7
Net income (loss) after taxes (31.0) 103.2 415.7 11.6 498.5
Equity in the net income of unconsolidated subsidiaries 530.5 11.6 - {542.1) -
Net income $499.5 $114.8 $ 4157 $(530.5) $ 4995
Condensed Consolidating Statement of Income
John Hancock
John Hancock Varlabie Lifo Consolidated
Financle! Insurence John Hancock
Servicas Company Other Financlal
For the Year Endod December 31, 2001 (Guarantor) {issuer) El S , Inc.
(in millions)
Revenues
Premiums - $ 59.0 $3,791.2 $ 1.1 $3,851.3
Universal life and investment-type product charges - 364.6 407.1 0.8 772.5
Net investment income $ 5.4 189.4 3,712.5 37.6 3,944.9
Net realized investment and other gains (losses), net - (5.5) (240.1) (3.5) (249.1)
Investment management revenues, commissions and other fees -~ - 602.9 - 602.9
Other revenue 0.1 24.0 162.4 - 186.5
Total revenues 5.5 631.5 8,436.0 36.0 9,109.0
Beneflts and expenses
Benefits to policyholders - 270.1 5,610.6 24.0 5,904.7
Other operating costs and expenses 38.8 74.0 1,385.1 22 1,500.1
Amortization of deferred acquisition costs - 66.9 239.7 0.2 306.8
Dividend to policyholders . - 21.4 549.9 - 571.3
Total benefits and expenses 38.8 432.4 7,785.3 26.4 8,282.9
Income {loss) before income taxes (33.3) 199.1 650.7 9.6 826.1
income taxes (14.4) 60.2 166.8 2.0 214.6
Net income (loss) before cumulative effect of accounting changes (18.9) 138.9 483.9 7.6 611.5
Cumulative effect of accounting changes, net of income tax - (1.6) 8.8 - 7.2
Equity in the net income of unconsolidated subsidiaries 637.6 7.6 - (645.2) -
Net income $618.7 | $144.9 $ 4927 $(637.6) $ 618.7
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Condensed Consolidating Staterment of Incoma

Far the Ysar Ended December 31, 2000
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John Hancock
Financlal
Services

{Guarantor)

John Hancock
Varlable Life
Insurance
Company
(Issuer)

Consolidated
John Hancock
Financla}

, Inc.

(in millions)

Revenues

Premiums

$ 27.8

$3,423.5

$ 08

$3,452.1

Universal life and investment-type product charges

336.3

412.2

0.8

749.3

Net investment income

175.2

3,639.5

38.2

3,864.8

Net realized investment and other gains (losses), net

(8.2)

99.3

(2.4)

88.7

Investment management revenues, commissions and other fees

764.8

764.8

Other revenue

0.2

17.2

17.6

Total revenues

531.3

8,356.5

8,937.3

Benefits and expenses

Benefits to policyholders

225.2

5,127.0

23.4

5,375.6

Other operating costs and expenses 31.7 108.3 1,437.9 7.5 1,586.4
Amortization of deferred acquisition costs - 336 208.0 0.4 2420
Dividend to policyholders - 26,1 538.3 - 564.4
Demutualization expenses - - 10.6 - 10.6
Total benefits and expenses 31.7 394.2 7,321.8 31.3 7,779.0
Income (Joss) before income taxes (19.6) 137.1 1,034.7 6.1 1,158.3
Income taxes (3.5) 42,4 299.3 1.4 339.6
Net income (loss) after taxes (16.1) 94.7 735.4 4.7 818.7
Equity in the net income of unconsolidated subsidiaries 790.8 4.7 - (795.5) ~
Net income $774.7 $ 994 $ 7354 $(790.8) $ 818.7
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Condensed Consolldating Statement of Cash Flows

2002 Annual Report 87

John Hancock
John Hancock Varizbte Lite Consoltdated
Financial Insurance John Hancock
Services Company Other Financlal
For the Yesr Ended December 31, 2002 {Guarentor) (tesuer) Subsidiodes  Ellminations Services, Inc.
(in millions)
Net income $4995 $ 1148 $ 4157 $(530.5) $ 4895
Adjustments to reconcile net income to net cash provided by (used in) operating activities:
Amortization of discount-fixed maturities - 0.3 (116.3) {0.8) {116.6)
Equity in net income of unconsolidated subsidiaries {530.5) (11.6) - 5421 -
Net realized investment and other (gains) losses - 26.5 433.9 5.7) 454.7
Change in deferred policy acquisition costs - (124.7) (219.9) 0.1 (344.5)
Depreciation and amaortization 0.7 0.2 57.9 1.1 58.9:
Net cash flows from trading securities - - 5.4 - 5.4
{increase) decrease in accrued investment income - (9.0) 5.5 (0.3) (3.8)
Decrease in premiums and accounts receivable - 8.3 28.0 0.4 36.7
Decrease (increase) in other assets and other liabilities, net 63.4 (23.1) (317.1) 60.1 (216.7)
Decrease (increase) in policy liabilities and accruals, net - (77.1) 2,176.0 23.8 2.122.7
Increase in income taxes 15.4 33.9 149 (0.4) 63.8
Net cash provided by (used in) operating activities 48.5 (61.5) 2,484.0 90.1 2,661.1
Cash flows from Investing actlvities:
Sales of:
Fixed maturities available-for-sale - 432.0 5,377.8 28.2 5,838.0
Equity securities available-for-sale - 6.2 362.8 1.2 370.2
Real estate - 0.3 129.6 - 129.9
Short term investments and other invested assets - - 480.1 - 460.1
Maturities, prepayments, and scheduled redemptions of:
Fixed maturities hetd-to-maturity - 23 213.4 0.9 216.86
Fixed maturities available-for-sale - 126.5 2,745.5 29.2 2,801.2
Short term investments and other invested assets - 221 307.0 2.8 3319
Mortgage loans on real estate - 59.6 1,577.8 311 1,668.5
Purchases of:
Fixed maturities held-to-maturity - 3.0) (24.5) (0.1) (27.6)
Fixed maturities available-for-sale ~ (1,098.9) (13,262.4) (75.6) (14,436.9)
Equity securities available-for-sale - (3.5) . {166.9) {0.4) (170.8)
Real estate - (0.1) (14.0) - (14.1)
Short term investments and other invested assets - (65.3) (1,483.7) (8.0) (1,557.0)
Mortgage loans on real estate issued - (150.5) (2,178.2) (19.9} (2,348.6)
Other, net - (23.3) (65.4) 13.2 (75.5)
Capital contributed to unconsolidated subsidiaries (91.5) ~ - 91.5 ~
Dividends received from unconsolidated subsidiaries 111.0 ~ - {111.0) -
Net cash provided by (used in) investing activities 19.5 (695.6) (6,021.1) (16.9) (6,714.1)
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John Hancock
Consolldated

John Hancock Variable Life
John Hancock

Financlat Insurance
Setvices Company Other Financlal
({Guarantor) (Issuer) i b Inc.

For the Year Ended December 31, 2002
Cash fows from Anancing activities:
Capital contributions paid by parent - - $ 915 $(91.5)
Acquisition of treasury stock ) $(385.0) - - - $ (385.0)
Dividends paid on common stock (92.2) - (111.0) 111.0 (92.2)
Universal life and investment-type contract deposits - $1,232.1 8,408.9 - 9,641.0
Universal life and investmenttype contract maturities and withdrawals - (382.7) (5,311.1) (32.5) (5,726.3)
\ssuance of preferred stock - - 61.9 - 61.8
\ssuance of consumer notes - - 290.2 - 290.2
' 65.0 - 20.0 (65.0} 20.0
249.4 - (156.6) - 92.8

|ssuance of long-term debt

ssuance of short-term debt
- (67.0) - 67.0)

|

Repayment of short-term debt -
- - (54.9) - (54.9)
- - 249.4 - 2404

Repayment of long-term debt
Net increase in commercial paper
Net cash (used in) provided by financing activities (162.8) 849.4 3,421.3 (78.0) 4,029.9
Net (decrease) increase in cash and cash equivalents (94.8) 92.3 (115.8) (4.8) (123.1)
Cash and cash equivalents at beginning of year 109.4 108.4 1,088.9 7.0 1,313.7
Cash and cash equivalents at end of year $ 146 $ 2007 $ 9731 $ 22 $1,1906
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Condensed C lidating Statement of Cash Flows
John Hancock
John Mancock Veriable Life Consolldated
Financial insurance John Hancock
Services Company Other Flnanclal
For the Year Ended Dacember 31, 2001 (Guarantor) {lssuer) i Eth , Inc.
(in millions)
Net income $618.7 $ 1449 $ 4927 $(6376) $ 6187
Adjustments to reconcile net income to net cash (used in) provided by operating activities:
Amortization of discount-fixed maturities - 0.7 (160.5) (1.1) (160.9)
Equity in net income of unconsclidated subsidiaries {637.6) (7.6) - 645.2 -
Net realized investment and other losses - 5.5 240.1 3.5 249.1
Change in deferred policy acquisition costs - (74.2} (200.0) 0.1 (274.1)
Depreciation and amortization 0.3 (1.3) 79.0 1.6 79.6
Net cash flows from trading securities = - (69.4) - (69.4)
Increase in accrued investment income - (8.3) (30.2) (0.3) (38.8)
Increase in premiums and accounts receivable - 4.7) (9.5) (0.8) (15.0)
Increase in other assets and other liabilities, net (34.1) (159.1) (315.4) 43.5 (465.1)
Increase in policy liabilities and accruals, net - 265.3 2,183.0 23.8 2,472.1
(Decrease) increase in income taxes (10.6) 116.8 129.5 1.9 237.6
Net cash (used in) provided by operating activities . (63.3) 278.0 2,339.3 79.8 2,633.8
Cash flows from Investing activitles:
Sales of:
Fixed maturities available-for-sale - 162.6 16,744.9 22.0 16,929.5
Equity securities available-for-sale ' . - 3.3 610.5 2.7 616.5
Real estate - 33 54.0 - 57.3
Short term investments and other invested assets - - 153.3 - 153.3
Maturities, prepayments, and scheduled redemptions of:
Fixed maturities held-to-maturity - 2.4 239.3 21 2438
Fixed maturities available-for-sale - 139.8 3,031.5 40.6 3,211.9
Short term investments and other invested assets - 46.1 167.5 0.4 214.0
Mortgage loans on real estate - 42.0 1,509.3 24.4 1,5675.7
Purchases of:
Fixed maturities held-to-maturity - (5.0) (61.6) (0.1) (66.7)
Fixed maturities available-for-sale - (1,012.5) (26,037.5) (99.8) (27,149.8)
Equity securities available-for-sale - (4.1) (361.2) (2.0) (367.3)
Real estate - (0.6) (52.9) - (53.5)
Short term investments and other invested assets - (37.9) (497.6) (2.1) (537.2)
Mortgage loans on real estate issued - (80.4) (1,492.9) (4.6) (1,577.9)
Net cash paid related to acquisition of business - - (132.5) - (132.5)
Other, net - (25.1) 125.8 {0.5) 100.0
Capital contributed to unconsolidated subsidiaries (6.8) - - 6.8 -
Dividends received from unconsolidated subsidiaries 250.0 - - (250.0) -
Net cash provided by (used in) investing activities 243.2 (765.7) (6,000.3) (260.1) (6,782.9)
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For tha Year Ended Decembar 31, 2001

Notes to Consolidated Financial Statements

Jehn Hancoek
John Hancock Varlable Life

Flnanclel Insurance
Services Company

Consolidated
John Hencock
Financla)

» [nc.

Cash flows from financing activities:

{Gueranter} {Issuer}

Capital contributions paid by parent

- - 6.8

$ (6.8 -

Acquisition of treasury stock

$(580.4) - -

- $ (580.4)

Dividends paid on common stock

(92.4) - (250.0)

250.0 (92.4)

Universal life and investment-type contract deposits

- $1,220.5 9,634.7

0.2 10,755.4

Universal life and investment-type contract maturities and withdrawals

(877.1) (7,516.4)

(37.1) (8,430.6)

Issuance of short term debt

- 56.9

56.9

Repayment of short term debt

- (18.3)

(18.3)

Issuance of long-term debt

- 292.0

744.2

Repayment of long-term debt

- (29.7)

(29.7)

Net decrease in commercial paper

- (222.3)

(222.3)

Net cash (used in) provided by financing activities

343.4 1,853.7

162.7 2,182.8

Net increase {decrease) in cash and cash equivalents

(144.3) (1,807.3)

(17.6) (1,966.3)

Cash and cash equivalents at beginning of year

252.7 2,896.2

24.6 3,280.0

Cash and cash equlvalents at end of year

$ 108.4 $1,0889

$ 7.0 $ 13137
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Condensed Consclidating Statement of Cash Flows

John Hancock
John Hancock Variabls Lifo Consolidated
Flnanciat Incurenca Johin Heneock
Services Company Other Financlal
For the Year Ended Docombar 31, 2000 {@usrantor) {tosusr) Subsidlerics  Ellminations  Services, Inc.
(in millions})
Net income $ 7747 $ 924 $ 7354 $ (790.8) $ 8187
Adjustments to reconcile net income to net cash (used in) provided by operating activities:
Amortization of discount-fixed maturities - (1.3) (120.5) - (121.8)
Equity in net income of unconsolidated subsidiaries (790.8) 4.7 - 795.5 -
Net realized investment and other (gains) losses - 8.2 {99.3) 2.4 (88.7)
Change in deferred policy acquisition costs - (140.9) (189.5) (0.6} (331.0)
Depreciation and amortization 0.1 0.5 96.6 1.4 98.6
Net cash flows from trading securities - - . (147.5) - (147.5)
Increase in accrued investment income - (10.4) (71.4) 0.2 (81.6)
Increase (decrease) in premiums and accounts receivable - 0.4 (22.6) (0.1) (22.3)
Increase (decrease) in other assets and other liabilities, net 11.6 72.6 (570.7) (1.9) (488.4)
{Decrease) increase in policy liabilities and accruals, net - (420.9) 2,456.2 19.8 2,055.1
(Decrease) increase in income taxes {3.6) 20.9 332.2 1.6 351.1
Net cash (used in) provided by operating activities (8.0) (376.2) 2,398.9 27.5 2,042.2
Cash flows from investing actlvities:
Sales of:
Fixed maturities available-for-sale - 147.1 4,842.9 47.5 5,037.5
Equity securities available-for-sale - 1.0 743.2 - 744.2
Real estate - 0.2 66.2 - 66.4
Short term investments and other invested assets ) - 0.8 100.6 0.5 101.9
Maturities, prepayments, and scheduled redemptions of:
Fixed maturities held-to-maturity - 59.7 1,732.0 20.2 1,811.9
Fixed maturities available-for-sale - 60.9 1,550.9 30.6 1,642.4
Short term investments and other invested assets - 10.1 4498 - 459.9
Mortgage loans on real estate - ' 61.4 1,499.,7 24.2 1,585.3
Purchases of:
Fixed maturities held-to-maturity - (107.9) (1,967.6) (19.3) (2,094.8)
Fixed maturities available-for-sate - (359.6) (7,527.9) (65.1) (7,952.6)
Equity securities available-for-sale - 0.1) (558.0) (0.5) (558.6)
Real estate - 0.4) (45.6) - (46.0)
Short term investments and other invested assets - (36.3) (841.8) (2.5) (880.8)
Mortgage loans on real estate issued - (85.7) (1,707.3) (14.8)  (1,807.8)
Net cash received related to acquisition of business - - 141.3 - 141.3
Other, net ) - (34.3) (17.7) (7.8) (59.8)
Capital contributed to unconsolidated subsidiaries (1,823.1) - - 1,823.1 -
Dividends received from unconsolidated subsidiaries 466.0 - - (4686.0) -

Net cash {used in) provided by investing activities (1,357.1) (283.1) (1,538.3) 1,370.1 (1,809.4)
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John Hancock

John Hencock Varable Life Consolidated
Financlal Insurance Sohn Hencock
Services Company Other Flnancle!
For the Year Ended December 31, 2000 (Guarantor} {Issuer) Subsidiaries Ellminations Services, Inc.
Cash flows from fAnancing activities:
Capital contributions paid by parent - - $1,823.1  $(1,823.1) -
Issuance of common stock $1,657.7 - 56.4 - $1,714.1
Payments to eligible policyholders under Plan of Reorganization - - (1,076.7) - (1,076.7)
Acquisition of treasury stock (91.8) - - - (91.8)
Dividends paid on common stock (94.3) - (466.0) 466.0 (94.3)
Universal life and investment-type contract deposits - $1,066.8 7,081.1 0.4 8,148.3
Universal life and investmenttype contract maturities and withdrawals - (394.9) (6,728.1) (35.8) (7,158.8)
Issuance of long-term debt - - 20.0 - 20.0
Repayment of long-term debt - - (73.2) - (73.2)
Net decrease in commercial paper - - (158.3) - (158.3)
Net cash provided by financing activities 1,471.6 671.9 478.3 (1,392.5) 1,229.3
Net increase in cash and cash equivalents 106.5 12.6 1,337.9 5.1 1,462.1
Cash and cash equivalents at beginning of year - 240.1 1,558.3 19.5 1,817.9
Cash and cash equivalents at end of year $ 1065 $ 2527 $28962 $ 246 $3,2800
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Note 18 - Subsequent Events
On March 12, 2003, Maritime Life agreed to assume the insurance business of Liberty Health, a Canadian division of Liberty International, a subsidiary of US-based
Liberty Mutual Group, for approximately $95.1 miltion. The deal is expected to close in early July 2003, subject to regulatory approval.

Through this agreement, Maritime Life will assume the entire business of Liberty Health, which includes group life, disability, and health, and the individual health
insurance business.

On March 14, 2003, the Company sold three of its Home Office complex properties to Beacon Capital Partners for $910.0 million. As part of the transaction, the
Company also provided Beacon Capital Partners with a long-term sub-lease of the Company's parking garage. The Company entered into a long-term lease of the
space it now occupies in those buildings and plans on continuing to use them as its corporate headquarters.

Note 19 - Quarterly Results of Operations (unaudited)
The following is a summary of unaudited quarterly results of operations for 2002 and 2001:

2002 2001
March June September Decembor Mareh June Septombor December

(in millions, except per share data)
Premiums and other considerations $ 8837 $1,102.8 $ 9315 $ 986.8 $1,2469 $ 9316 $ 861.0 $1,4147
Net investment income 962.9 979.1 968.6 1,016.5 988.1 988.8 992.8 975.2
Net realized investment and other losses, net of related

amortization of deferred policy acquisition costs, amounts

credited to participating pension contractholders, and the

policyholder dividend Obligation (85.7) (139.0) (30.7) (199.3) (24.4) (15.6) {58.5) (150.6)
Total revenues . 2,039.3 2,199.0 2,138.4 2,0784  2,394.3 2,144.8 2,0474  2,5225
Benefits and expenses 1,841.0 2,074.7 1,926.9 1,976.3  2,164.4 1,888.5 1,820.7 2,409.3
Income before income taxes and cumulative effect of

accounting Changes 198.3 124.3 211.5 102.1 229.9 256.3 226.7 113.2
Cumulative effect of accounting changes, net of tax - - - - 7.2 - - -
Net income @ 146.5 28.3 158.1 96.6 168.0 183.2 185.2 102.3
Income before cumulative effect of accounting changes per

common share

Basic $ 049 $ 034 $ 055 $ 033 $ 052 $ 060 $ 055 $ 034

Diluted 0.49 0.33 0.54 0.33 0.51 0.59 0.54 0.34
Net income per common share

Basic $ 049 $ 034 $ 055 $ 033 $ 054 $ 060 $ 055 $ 034

Diluted (@ 0.49 0.33 0.54 0.33 0.54 0.59 0.54 0.34
Market price per common share

High $ 4230 $ 4067 $ 3525 $ 3230 $ 4000 $ 4140 $ 41,70 $ 41.83

Low 35.20 32.85 26.55 25.84 31.50 33.86 33.15 33.34

Close 38.19 35.20 27.80 27.90 38.45 40.26 39.95 41.30
ta) Balances reclassified for the adoption of the provisions of SOP 00-3, as outlined in Note 1 1o the financtal The adoption imp net income and dituted earnings per share by ${0.1) miltion, or $—, $2.4

mitflion, or $0.01, and ${5.9) miltion, or $(0.02), for the three months ended March 31, june 30 and September 30, 2001, respectively.
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Board of Directors and Senior Elected Officers

Board of Directors John Hancock Financial Services, Inc. and John Hancock Life Insurance Company

David F. D’Alessandro Chairman and Chief Executive Officer

Executive Committee, Committee of Finance*, Policy Committee, Senior Committee, Employee Benefits Plan Committee

Wayne A. Budd Executive Vice President and General Counsel, Policy Committee, Senior Committee, Employee Benefits Plan Committee

John M. DeCleclo** Executive Vice President and Chief Investment Officer, Committee of Finance*, Policy Committee

Foster L. Aborn** Retired Vice Chairman of the Board, Committee of Finance*

Robert E. Fast Of Counsel, Hale & Dorr, Executive Commitiee, Nominating and Corporate Governance Committee

lohn M. Commors, Jr. Chairman and Chief Executive Officer, Hill, Holliday, Connors, Cosmopulos, inc., Executive Committee, Committee on Ethics and Business
Practices

Richard F. Syren Chafrman and Chief Executive Officer, Thermo Electron Corp., Executive Committee, Committee of Finance*, Compensation Committee, Nominating

and Corporate Governance Committee

Michae! C. Hawley Former Chairman and Chief Executive Officer, The Gilletté Company, Audit Committee, Compensation Committee, Executive Committee

Robert ). Tar, Jr. Former Chairman, President and Chief Executive Officer, HomeRuns.com, Audit Committee, Committee of Finance*

Edward H. Linde President and Chief Executive Officer, Boston Properties, Inc., Committee of Finance*, Nominating and Corporate Governance Committee, Executive

Committee

Sudith A. McHale President and Chief Operating Officer, Discovery Communications, Inc., Compensation Committee

R. Robert Pepeo Chairman, Mintz, Levin, Cohn, Ferris, Glovsky and Popeo, P.C., Executive Committee

Thomas P. Glynn Chief Operating Officer, Partners HealthCare System, Committee on Ethics and Business Practices, Committee of Finance*

Richard B. DeWoife Managing Partner, DeWolfe & Company, LLC, Audit Committee, Nominating and Corporate Governance Committee

Robert . Davls Partner, Highland Capital Partners, Committee on Ethics and Business Practices, Committee of Finance*

*  Committee of John Hancock Life Insurance Company only.
**  Member of the Board of John Hancock Life Insurance Company only.

Senlor Elected Officers John Hancock Financial Services, Inc. and John Hancock Life Insurance Company

Policy Committes

David F. D’Alessandro Chairman and Chief Executive Officer

Bruce M. Jones Annuity Distribution

Michael A, Bsll Senior Executive Vice President, Retail

James M. Benson Senior Executive Vice President and President of
John Hancock Sales and Marketing

Thomas E. Moloney Senior Executive Vice President and Chief Financial Officer

Wayne A. Budd Executive Vice President and General Counsel

Dersk Chilvers Executive Vice President, International Operations, and
Chairman and Chief Executive Officer, John Hancock international, inc.

John M. PeCleclo Executive Vice President and Chief investment Officer

Maureen R. Ford Executive Vice President and Chairman and Chief Executive
Officer, John Hancock Funds

Deborah H. McAneny Executive Vice President, Structured & Alternative
Investments

Robert F. Walters Executive Vice President and Chief Information Officer

Senlor Vice Preslidents

Joanne P. Acford Law

Wiliilam 5. Ball Retail Implementation Office

Earl W. Baucom Controller

Stephen B. Burgay Corporate Communications

Jonathan Chisl Law

Kathieen F. Driscoll Retail Direct Life Brokerage

Johm 7. Farady Mergers & Acguisitions

Jerry R. Healsy Signator, Inc.

Jeanne M. Livermore Guaranteed and Structured Financial Products

Barbara L. Luddy Retail Finance

Johm L. Mastromarino Chief Risk Officer

James M. Morrls, i Chairman and Chief Executive Officer, Signator, inc.

Roger G. Nastou Bond & Corporate Finance

Daniel L. Cueliette John Hancock Signature Services

Page Palmer Human Resources

Joseph P. Paster John Hancock Signature Services

Jean Peters Investor Relations

Robert R. Reltano Chief Investment Strategist, Investment Strategy Group

Donald B. Robitaille Auditing

Dlana L. Scott E-Business and Group Insurance

Barry L. Shemin Corporate Actuarial

James A. Shepherdson, iil Retirement Services

Vilchele G. Van Leer Retail Product Management

Robert H. Watts Office of Business Conduct and Chief Compliance Officer

Barry E. Welch Bond & Corporate Finance

Gregory P. Winn Treasury

Officers of Principal Subsidiarles

Mark €. Lapman Chief Executive Officer, Independence Investment LLC

Wililam A. Black President and Chief Executive Officer,
The Maritime Life Assurance Company




Subsldlaries and Affillates”

Direct Subsldiary of John Hancock Flnanclal Services, inc.

John Hancock Life Insurance Company, MA

John Hancock Insurance Company of Vermont, VT

John Hancock Canadian Holdings Limited, Canada

John Hancock International Holdings, Inc., MA

John Hancock Life Assurance Company, Ltd., Singapore
John Hancock Life Insurance Corporation, Philippines

Indirect Subsldiaries of John Hancock Financlal Services, Inc.

Comox Timber Ltd, Prince Edward Island, Canada
Hancock Victorian Plantations Holdings Pty Ltd., Australia
HBHC LLC, DE
John Hancock International Services, S.A., Belgium
John Hancock Receivables, Inc., MA
John Hancock Subsidiaries, LLC, DE
The Berkeley Financial Group, LLC, DE, and Subsidiaries
John Hancock Advisers, LLC, DE
NM Capital Management, inc., NM
Sovereign Asset Management Corporation, DE
Essex Corporation and Subsidiaries
First Signature Bank & Trust Company, NH
Hancock Mezzanine investments, LLC, DE
Hancock Natural Resource Group, Inc., DE
Hancock Realty Investors inc., DE
Hancock Venture Partners, Inc., DE
Independence Investment LLC, DE
JH Networking Insurance Agency, Inc., MA
John Hancock Assignment Company, DE
John Hancock Capital Corporation, DE
John Hancock Energy Resources Management inc., DE
John Hancock HealthPlans, Inc., MA
John Hancock Leasing Corporation, DE
John Hancock Real Estate Finance, Inc., DE
John Hancock Realty Advisors, Inc., DE
John Hancock Realty Services Corp., DE
John Hancock Signature Services, Inc., DE
Signator Financial Network, Inc., MA
LR Company, LLC, DE
Signature Funding Company LLC, DE
Woodley Road Associates, Inc., DE
John Hancock Variable Life Insurance Company, MA
The Maritime Life Assurance Company, Canada
P.T. Asuransi Jiwa John Hancock Indonesia, Jakarta, Indonesia

*This is not a complete list of John Hancock subsidiaries and affiliates.
For a more complete iist, see Exhibit 21.1 of our 2002 Form 10-K.
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Assoclated Companles and Joint Yentures

Interlife John Hancock Assurance PLC, Bangkok, Thailand
John Hancock Life Insurance (Malaysia) Berhad, Kuala Lumpur, Malaysia
John Hancock Tianan Life Insurance Company, Shanghai, China
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